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Ottawa, Ontario, 
November ll, 1936. 


-~ The Commission resumed at 215 PMs 


GORDON HOOPER, recalled 
EXAMIN’D BY MR, KELLOCK: 
Ge Now, Mr. Hooper, I ask you to look at Exhibit 
820 again for a moment? A. Mr. Kellock, may we 
- 1 correct the evidence that was given yesterday on the 
Silk fabrics on Hxhibit--sample of Associated Textile 
fabrics and 869, 
Qo Yes, 8697 Ae Ybu had a fabric known 
15 as 2640, You gave me the information ‘is gave 
the information that this cloth weighed 12 yards per 
pound when we were trying to estimate the value of 
raw silk in the cloth. 
Q. That is 12 yards per pound? A. “In the 
finished state. Should be 8 yards per pound or 
12 pounds per hundred yards. 
Qe Theat is right--thet is what I intended? 
Ae That is the @ifficulty I had in getting the 
25 50¢ a yard. 

Qe -» With that correction, the way we worked it 
out, is that right? Ad 12 pounds per hundred 
yards, 

Q. -And that daivekweap white the 25% shrinkage, 15 


pounds of raw silk in the 100 yards? A, Yes. 
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Q. And have you Exhibit 820, I notice in 


that exhibit the first item there of the 6th of January, 


1930, shows the price of spot raw cotton to have been 
17205 per. pound? Ae YOSe 

Q- Was that a high price at that time or had 
spot raw cotton been higher than that? A. WAS 
you give me the Exhibit filed on the price of raw cots 
Raw cotton was certainly higher than that, 

Q@. Prior to that time? A. (Witness looks 
at Exhibit.) The 17$45 on the 2nd of January; in 
December 16th and 17th it was 17, and 17505. 

Qe LAO not mean 30 much a few days before but 
duriug the years? A. But going back in Novembe 
and December of 1929, we find that spot raw cotton was 
as low or lower than 17,405.4 

Q. What about going back to 1924, would not you 
get much higher prices than 17,05 spot raw cotton? 

Ae You will have to give me another exhibit. Have 
you any information there? 

Q. My instructions are that it was much higher. 

THE COMMISSIONER: How far back can you go? 

As I can go right back to 1913, my lords 

MR.e KELLOCK: I have a sheet before me - I think 
it was filed but I do not recall the Bhibit nos - 
Perhaps you might recognize the information if I 
‘showed it to you (hands to witness), Was not that 


filed? Ay YT had not seen ite ‘This is 
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monthly average, is it? 

Qe Apparently - is that what it says? A. Yes, 

average of middle spot prices, New York. 

ve If you go back to 1924 you get as much } 
6s double the price as existed in January, 1930, do 
not you? Ae In Zanuary, 1924, in that month 
only you get double, 

Q. All right, you get figures which approximate 
that, between that and 1930, do not you? A. No, 
that is the high poiat. There was nothing higher than 
that in subsequent years. 

Q. Well, in January 1924, as you pointed out, 
the price was 34.18, In January, 1925, it was 23.98, 
January 1926 it was 20.84, 1928 it was 1922, and during 
the course of that year in July it went up to 21.71. 

THE COMMISSIONER: What year? 

MRe KELLOCK: 1928, my lord. 1929, January, it 
WAS 20523, In March of that year went up to 21419, 
and then we get down to 19350 and the figures fall 
progressively right down to 1935 and the 1936 figures 
are not here, is that right? m A. NO, they | 
fall progressively to 1932, and then they went up. 

Q. Down to 1933? A. It went to 5 cents 
a pounds 

THE COMMISSIONER: On June 29th, 1932, it was 
5455, Then went ee eae 6065, and 9.29 and 
|down to 775 and down to 6440, and that is the lowest, 


| MR. KELLOCK: Then in 1933, the average figure 
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for January is 6924. 
THE COMMISSIONER: We have not that here, April 
27th, 7606 May 12th, 8995, 10.45, 11.55 and down 
in August to, 6.65. 
5 MRe KELLOCK: .Q.., It apparently never gets up 
anywhere near the figures that rule between 1924 and 
1930, that wena be right? A» Y@Se You are 
using averages. The lowest since 1924 was 12.15 
7 | Be and that is up to 1950, and year 1950 - 1955, the low- 
est was 6225 In 1927 the lowest is 12.15 and 
since 1932 the price has risen above that low point. 
Q. Now, you gave a figure in 1924 of what - what 
was that figure in 1924 you gave? Ae You made 
, the statement that at ao time since 1930 has the 
price risen to the lowest point between 1924 and 1950, | 
was not that the question? 
Q. That was essentially my question, On the 
0 20 Statement of averages that would be so but you say in 
some instances the price in 1927 approximated what it 
was in 1935? As Y@S8e 
Q. But with tht exception, Mr. Hooper, the other 
om years from 1924 to 1950, higher prices for raw cotton 
prevailed? | Ae Ye@Ss 
@. Now, that being so on the basis of raw cotton 
prices american selling silane I suppose, were higher 
as well as raw cotton prices? A. Yes, they 
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, in 1930 and prior? | Ae Y@Se 
Q. And with the higher prices reigning prior to 
1930, the protection in cents per pound was higher in 
those earlier years than after 1930 - I am speaking of 
purely ad valorem rates, 
THE COMMISSIONER: You say pike ie pound", 
MR. KELLOCK: Yes, my lord, in cents per pound. 
THE COMMISSIONER; That is specific. 
a 10 MR. KELLOCK; No, working out the ad valorem duty, 
THE COMMISSIONER: On the value you mean? 
‘Re KELLOCK: Yese If the values were higher 
then ad valorem duties provide for a higher duty in 
sents per pound, is not that right? 
4 THE COMMISSIONER: That stands to reasons 
THE WITNESS: We will say if the value, in this 
Exhibit 820, if the value in 24, 25 or years you speak 
of was twice as high as they were in October, 1950, 
x 20 then your statement would be corrects 
‘MR. McRUER: Just a moment, there would be more 
duty paid but the price of the article selling .n 
Canada would be lower if the purchase price was lower, 
sy and so the duty would be relatively also. 
THE COMMISSIONER: Mr. Kellock says the higher the 
| purchase price the higher the product of the duty. 
MR. KELLOCK; It is hiker in cents ver pounds 
; MR. McRUER: ‘that does not mean any thinge 
9 "7 MR.. KELLOCK: My friend says it does not mean 


1 
anything but I think it does» 
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BY MR. KELOOCK:; q. That is right, My, Hooper, 


A. Yes. gait a minute, what is the question, The 
statement made by his lordship was correct but we 
can gO beck to yours again. 

Qe My question is this: If you take the article 
that you are dealing oh a Hxhibit 820, with higher 
American selling prices prevailing prior to the 17th 
of September, 1930, then of necessity the duty in cents 
per pound was higher then after that date? A. We 
will say, provided the value of the yarn, selling price 
of the yarn in the United States was 49 cenis a pound- 
es, about that. 

Qe Well then, what you are saying is that instead 
of the United States selling price on 6th of January, 
L9SO, as show by this Exhibit, of 29 cents a pound 
it went up as high as 49 cents a pound? A. Yes, sir, 
Qe And ad valorem duty, no matter what the 
percentage is, would produce a higher duty in cents 
per pound under those circumstances? A, If the 
alue of the yarn was 49 cents, the duty, 20%, would 
be 99260, is not it? | 
Q- Well, you are teking a specific instance, 

Tt is higher when at 29 cents --- Ae And the 
specific duty --- 

Q.There is no specific duty? A, Ad valorem 
Buty on the 17th October, 1930, was 5459. 

a i vet Sadia you eh hai vias attention prior 
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mm, me to make comparison. 
Q. Yes, but prior to that date? A. Allright, 
what-is it now? 
Q.°Well,-all I am saying to you is surely perfectly 
5 obvious, taking your illustration at the American 
selling price instead of being 29 cents a pound as 
shown on this Exhibit in January 30th, at an earlier 
period in 1924 was 49 cents per pound, then ad valorem 
i duties means a larger sum in cents per pound? 
f 10 | 
A. Yes, sir, 
THE COMMISSIONER: You mean the same rate of 
duty? | 
MR. KELLOCK: Yes. 


i" Qe Now, do you know why we started off in so man 


of these exhibits in 1930, just prior to the increase 


in September, 1950, I should not say we, I should 
say you? A. Yes, I can say why I did so, 
a ) i under instructions. 
THE COMMISSIONER: ©I told» you yesterdgy that Mr. 
Hooper just brings here what he is asked to bring 
and if you have any remarks to address about that you 
should address them to Mr. MeRuers 
MR. KELLOCK: “No, I have no remarks to address. 
THE COMMISSIONER: “Ivdo not want Mr. Hooper to 
be put in a false positions Mr. Hooper is loaned to 
us by the Department * 
9 30 MR. KELLOCK: (I want to ask» Mre Hooper if he wou]jd 


| be good enough to carry these exhibits on cotton y 


and fabries and other exhibits he has prepared 
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starting back to 19247 © Ae No, re» do it. 

MR. MeRUER:; That will take three months. 

MR. KELLOCK; I ask that these exhibits be carried 
back to 1924, 

THE COMMISSIONER; Well, if they can bee 

THE WITNESS; I can do it on yarns and grey goods 
but nothing else, 

THE COMMISSIONER: Will you tell me what you would 
show me when you have that information. 

MR» KELLOCK: I would show you this, my lord, that 
the affect of the duty prior to the date where these 
exhibits start was to produce greater protection than 
at the point where nt exhibits start. 

THE COMMISSIONER: A greater protection? 

MR. KELLOCK: Yes. 

MR. MeRUER; In regard to that, Mr. Gordon made that 
statement in the Witness box. | I take it that he 
head evidence on which to substantiate his statement 
and it seems to me 4 great trespass on Mr. Hooper's 
time to have him go to work to work up something which 
Mr. Gordon must have worked up when he went into the 
witness bOXe 

an. KELLOCK: Mr. Gordon made a general statement. 

MR. McRUER: No, he made a specific statement, 

THE COMMISSIONER: Perhaps you could get together 
with Mr. Hooper and wrk out something that would 
illustrate your data but if he tells me it would take 


him three months to get what you ask for, why you 
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are coming in a little late. 

THE WITNESS; It would. not in the case of yarns 
and grey goods. 

we How long would that take? A. A week or 
Less, 

MR» KELLOCK: It was my friend said three months, 

Mie MeRUER: You said all the fabrics that were 
sown in those statements. Now Mr. Hooper is 
making m.other statement and that is in regard to yarn 
and grey goods, but Mr. Gordon must have that infor- 
mation right readily because he made same statement 
before the Tariff Boards 

TEE COMMISSIONER: «Well, if Mr. Hooper can get it 

in a week or less let us have it. if it is only to 
show me that the same rate of duty applied on dearer 
article produces more money than applied on cheaper 
article, you krow that as well as I. 

MR.KELLOCK: It is not simply thate It is not 
to show result on hypothetical basis but it is to show 
firstly, that higher prices were reigning prior to thi 
time and therefore ad valorem duty the protection was 
higher» 

THE COMMISSIONER: What do you mean "Ppotection 
was ‘nalgher"? 

MRe KELLOCK: Im cents per pound. {That is what 
counts with Ampnutacvanens Mere average protectio 
does not get anyone anywheres 


THE COMMISSIONSR: No, ‘but you must compare the 
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home price and foreign price and then see what the 


protection is.. in any case I have ever known I have 
not known manufacturers to say - give us so much money, 
but give us so much of a rate, aud it is the rate that 
coustitutes the protection, How can you have 4 
Sliding scale and say that the rate will be so much and 
value so mMuchs 
MR. KELLOCK: The witness has said that prior to 
1930 the American fabric prices were higher, that the 
rate of duty was the seme on ad valorem basis, therefor 
the amouat of duty paid on every pound of those goods 
were greaters 
THE COMMISSLONER; .. You say although the rates were 
lower the protection was greater than 1930. 
MR. KELLOCK: Although the rate was the same the 
protection was greaters — 
THE COMMISSIONER: - I am afraid for your own sake 
where your argument might lead to. 
¢ MR. KELLOCK: I don't --- 
THE COMMISSIONER: Does it mean when the price 
goes high you can bring down your rates Is that sati a 
factory to Canadian manufacturers? Theat seems to 
be the implication wnat’ the present rates are all ri 
for low prices but when prices are high they are too 
great end should come downs 
MR. KELLOCK: when prices are high, my lord there 
ig a different situation existing and it may be though 


if, as and when those different circumstances exist it 
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to be able - my friend wants to start orf apparently 
in 1930s 

MR. McRUER: I started with the year that the 
new inereaseswere put on, condition of affairs as it 
was when Parliament changed the duties, 

MR. KELLOCK; I suppose it is obvious that the 
reason that the increases were asked for at that time 

7) 10 that the industry was suffering, 
MR. MeRUER: Oh, they said they were sufferings 

THE COMMISSIONER; At any rate, Parliament must 
have thought they needed increase, You seem to th 

i ‘that if the prices are better the teriff rate should be 
lower because --- 

MR. KELLOCK: I‘want to get the facts first before 
your lordship, because if my friend is going to argue 
that a certain situation existed in 1930 and therefore 

8 40 | that is the sort of mean or standard that all this evidbuei 
is to be measured by, I watt to be able to show your 
lordship that any premise of that kind is faulty becaus 
there was a different situation existing immedietely 

25 before that which led to the section of Parliament that 
your lordship yb fave’ out in Septenber of 1930. 

THE COMMISSIONER: Q. Well, you are devttug all you 
can, Mr. Hooper? “Ae Yes, my lord, 

MR. Meruer: I think Mr. Gordon might put himself 

9 Ke ‘out to cooperate with Mr. Hooper e 


| MR. BALLANTYNE; I do not think there is any doubt 
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that if Mr. Gordon has any information that he would 
be glad to help Mr. Hooper but Mr. --- 

THE COMMISSIONER: Mr. Gordon must have thet infor- 
ma tions 

MR. BALLANTYNE: He made that statement but i should 
not imagine he would be in a position to have these 
exhibits, any particular exhibit, back over a period of 
years, 

tHe COMMISSIONER: This is a question of oroducing 

new exhibits, at least new figures, 

MR. BALLANTYNE: I am quite sure if Mr. Gordon 
Has eny information that will help Mr. Hooper he will 
be very glad to give it to him, but Mr. Hooper is 
Supposed to be the expert on it from the Department 
and has more sources evailable to him. 

MR. ninastes May I take you to Exhibit 868, 
Will you be good enough to turn to oage 5 of that 
Exhibit, the illustration at the foot of the page, 
pample No. 9, which deals --- 

TH# COMMISSIONER; You are on Exhibit 868? 

MR. KELLOCK: Yes, on page 5 of that exhibits, Page 5, 
pxample at the foot of the page, sample lo. 9 deals 
he 27" brocaded rayon taffeta, the date beitig at the 
op of the page, 30th ofJuly, 1936, that applies to 
both illustrations on that vec? &, Yes, 

Q. And you have worked out there the laid-down price 
Pf that article at $1se21 per pound? ~ A. Yes, 


Q. That is brocaded rate on the plain rayon laid 


‘ne ital : --,0888l naan 


sr 4 
/bivow ed tant mo Adaprezmt, yas esd Hobz0d mm 1h gat | 


te see 1M ted Togo! yak qled of beta o4| 


“etotai teddy even tava mobied .aM AERO TAC DODD | ae 


ae a . a Te ee Seok | sno on] 

bisods | ivd tnometata ¢sdt ebam of | Pores mh. Ps 

. eeont even _@ sodiiacg s al od bine oul ouipoai ae 
| te Bolteg steve dosd etidisxe x vob 21 a seiistaxe 
gets 
. giiosdor; to CSE aR gi ala? TREATS 12 LMMOO a | 
| he Satan won vasel be: rat hd.stxe wo8 
> gObtee .tM Ti ete ed lup ss I WYTMTIAS it | 


ffiw od <Teqgoo# “ul! glen itis tend. soktantota! a aed BE 


2i teqoos .tH- tad ,aid of Sf ovis od bateeees are 


t aed 18q0d oid mort ti ao OuOgEe: eat os of pov oqast| a 


said of eidsiiavs ssoiwo0e stom ead pad 


@ 


2888 tidinxd of Woy ead i ee Ova “iM | | 

jedi to @ ogsc. oF awit oa patchy af sted cid | 
,.e3e¢ edt Yo toot end ts nolisrteotts ent, ttehaes | 6s 
ee efseb folie Pi ou ‘abeabe 5 

608 sidtixH so exe yoY samo Lee TaMoO aur 

<2 038T stidtixe Jedt to @ egeq ao 201 ‘WOOL wt 
#leeb @ ,o8 olgmse 9389 eae to toot pr te eLqmex :. | 
eld ts guled tsb edi Storied GOYS bebsoors ny vm i 


' 


ve ¥ | 
ot asiiggs tant , del Ulutte Atos 082g outa to | 
% F 


: 
it 


‘. r hs 
| 


- ,98Y .4 Tegsq sent io emolserdeu itt Ag _. 
| | Dida <a: 
fiq awob-bie{ eds o1eas tuo eS oui wee oak Be) Lae a 
{ : { i eats? 6, "3 - y NX cae 
BOY A - rhawes | 94 [848 to ofotte sexs a4 28 
f by ty SIV Ain Oe “ps Peo = ‘on 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


REPORTER 
j 4 TORONTO - CANADA 12221 Hooper 


down at cheaper rate than that ~ could you tell me 
approximately what it would be? A. at times 
plain has been sold at the same price as the brocaded,. 
q. But that was the exception rather than the rule?, 
was not it? A. No, I don’t think so, Recentl 
been sold around the same price, I don't know what 
the plain is worth to-daye That is why it was not pu 
in this Exhibit. No importations had come in aroun 
» | 10 this time. | 
Qe My recollection of the evidence as to the earlie: 
importations was thet there was a spread in price 
between the broceded --- A. I say there wa 
at times and other times - just depends on the demand 
- in the Japanesemarket, I would saye 
ge Well, at the time when there was &@ spread 
approximately what did it amount to? A. It was 
10%= 
9 20 qe That would be about 12 cests on ---? A, In 
vhat case it was 12 fents orf, 
Qj. Theat would be about $1209 for the plain on 
that basis? A, On that basis but that is not 
to be taken, 
25 | 
Q. No, but there are times, as the evidence shows, 
when that difference prevailed? A. You see you 
cannot take quite 12 cents, not 10% on the leid-down 
cost because the freight rate and insurance and things 
9 30 like that would remain the same, the packing. | 


Qe Bhat difference approximately in the price 


would it make? Ae Yell, if I could have 
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' estimated that, Mr. Kellock, I would have given it 


as an example but I could not, 

~- Well, taking your 10% figure --- 

THE COMMISSIONER: I cannot ope you, Mr. Keilock, 
There will have to be quict. 

MR. KELLOCK: Q. If you take your 10% orf the 
peal which it applies just approximately? 
A. Well, take 10 cents a pound off. 

i, LO cents off what, $1.21 - that would be a 
glell? A. Yes. 

Q@- Would you look at Exhibit 867. There you 
have shown your computation of the Canadian mill sprea 
the last figure on the page on the left hand side 
shows the date, the 10th of January, 1936? As Y€S, 

tIHE COMMISSIONER: What is the point? 

MR. KELLOCK: The last item on the left hand side 
10th of January, 1936, it shows a mill spread there 
of $1405» Now, if you take the $lsell for the plain 
brocaded rayon, and Exhibit 867 deals entirely with 
piain rayon - the mill spread of $105 is within 6 cen 
of the entire Japanese leid-down selling price here 
including freight and insurance and duty and every- 
thing else, is that right? 4. That is right, that 
is the mill spread, 

MR. MecRUER: The spread is too highs 

THE YITNESS: That is not the cost of production, 

MRa KELLOCK: No, I am comparing the mill spread 


as in Exhibit 667 on the loth of January, 1956, 
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$1.05, with the laid-dowm price of the article as show 
in Exhibit 868, 

THE COMMISSIONER: is that a fair comparison? 
A. No, my lord, 

MR. KELLOCK: My point is this: That the Japandse 
lay the article down, including raw material, freight 
and insurance and everything else, at $1411, while the 
Canadian mill spread alone is $1.05. 

THE COMMISSIONER: Well, either the Japanese articl 
is too cheap or your mill spread is too great, that mugt 
be the deduction. 

MRe KELLOCK: Or that the prices are both proper 
on the basis of profitable operation in both countries. 

MR .McRUER: Of course, they are sot the sane 
article by a long way. 

MR. KELLOCK: Exactiy the same article. 

WRe McRUER: We have evidence of that - they are 
not exactly the same. 

THE COMMISSIONER: what two articies? 

MRs McRUER: One is the Japanese taffeta that has 
been filed, and the cther is Vanadian taffeta, which 
hes alse been filed, aud we have the evidence of buyer 
that they could act sell one in place of the other at 
all, that taey are not the sane article. 

MR. KELLOCK: What my friend is saying, he is over 
looking eutirely, starting off with the same yarn to 
begin with, same cost to turn yards into cloth, and 


my friend has persisted in clinging to his idea that 
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because Japanese article may be inferior when it gets 
here to the canedian article, domesticproduct - it is 
the same idea, that therefore it is of a class or kind 
made in Canaday and the ruling of the Department is 
entirely against him. 

THE COMMISSIONER: I do not know whether Mr.McRuer 
goes that far, but the evidence we got in Montreal - 
t cannot recollect mything else - that the Canadian 
article is a superior article to the Japanese article, 
is not that right? 

MR. KELLOCK: It is better quality. 

THE COMMISSIONER: Whether or not they compete is 
another guestion, They may compete, 
, MRA. KELLOCK: The evidence is that they dos 

THE COMMISSIONER: Whether or not the Department 


classifies the Japarese article as being one of a cles 


& 


or kind made in Canada is a matter that I dontt know, 
a 20 THR WIUNESSs They do note 
MK. MORUBGR: A different argument altogether, 
Has nothing whatever to do with the point my friend 
is taikiug of, i am talking of babutai silk, 
which is a weil known classification of silk, and I 
ss say habutai silk is not of a class or kind made in 
Canada because no habutai made here and evidently 
Mr,Watson agreed with that when he made up a semple 
to show to the Department to indicate it was made. 


9 30 MR. KELLOCK: Now, both thwe exhibits deal with plai 


| rayon» My friend mentioned habutais May I ask my 
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friend if he is abandoning the contention that he put 


forward before this Youmission in Montreal, that simply 
because Japanese rayon 27" was of inferior quality ~ 
to the Canadian product, that he no longer now says 
that the Japanese product is of a class or kind not madk 
in Canadae 

MR. McRUER: I don't know what in the world my 
friend is talking about. 
” | 10 MR. ‘KELLOCK: » You know perfectly well what I am 

balking about, 

MR. MCRUER: Well, I cannot understand how you can 
make such a statement. You are just wasting time 
making ite I have no idea what my friend is talking | 

. about because I did not make any sussestions about 

Japanese cloths as to whether it was of a class or cin 
made in Canada, dealing with rayon at alle That did 
not come up. It came up in cottons because in cottons! 

rT 20 we Classified them and we classified some of the rayons 
because they were brocaded, we had evidence brocaded 
not made here and buyers from Hatons and Simpsons said : 
never kiiew it was made here. 

mi THE COMMISSIONER: I think we can put you to one 
side so far as you making any contention for the time 
being, and Mr. Kellock can make his own case, and that 
is, you are showing me, independently of what Mr, 
MeRuer may think or urge later, here are two articles - 


a) 30 


one Japanese and one Canadian, end -then you were showing 
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me comparison between Canadian mill spread and Japanese 
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selling price in Canada and then you show re it 
competes with ours and you say you have evidence of 
that effect. Now, go on and build up that case, 

aR, KELLOCK: That is the end of it on that par- 
ticular point, my lord. My friend dees not want 
to see it. 

MR. MeRUER:; I do not want to see whet?» what is 


the use of talking such nonsense, I don*t know what 


10 my friend meanses 


MR. KELLOCK: Well, £ will explain it at. the 
pwoper time, I am not going to argue it here, 
Q- With regard to the same Exhibit 868, all your 
figures here ave based om the present proclaimed value 
¥ of the yen when you figure the currency dump, - that 
is right? jue YO@Se 
| Q@- That is, 39457 Ae YO@Se 
Qe In a little over a month now there will be a ne 
[yy 20 curreney dump rate prevailing of 65 cents? ine YOS, : 
a. So that the force of the iilustration which are 
in Exhibit 866 will entirely disappear on the Sist of | 
December next, 


THE COMMISSIONER: Q. What rate are tiese based 


25 
on? due 39e¢ ; 


MRe KELLOCK: Q. That is true, Mr. Hooper, is not ib 
Ae NOs | 
THE COMMISSIONER; What is not true? 
o 30 THE WIQNESS: As fer as the dump - the dumping 


duty is taken in there at 59g, but you cannot say that 
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this will lose their effect because prices may go up 
in Japan at that time. They have risen in the last 
few monthse 

G. You cannot say the prices in. Japan will go up 
in that time? 4, Vell, you caunot say anytiin 
about it, 

Q. What I em saying - on the basis you have used 
for these illustrations, all thing s being equal, 
this is going to pass out of the picture in a few 
months and going to be on an entirely new basis and 
lower basis of duty, is not that so? Ae YOS, 

Qe L have taken a few of your illustrations here 
and I want to see the effect on the duty and the laid- 
down value commencing on the lst of January, 1957, 
and I am taking your first sample first - that is, 
the cotton-back rayon satin. would you be good 
@nough to look at this computation ana tell his lord- 
ship as to whether or not that is the way the situation 
wil? work out under the proclaimed vaiue of the yen 
of 35 cents which will operate after the first of the 
years 

THE COMMISSIONER: Just a minute, how long dees 
thet value remain in operation? 

MR. KELLOCK: For a year, my lord. 

Qe And it will be correct to say, Mr. Hooper, 
that the change which will take place on the lst of 
January, 1938, will again be Fe downward one so far as 


the cvrrency duty is concerned. 
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THE COMMISSIONER: Will you show me what you compar 
this with. 
MR. KELLOCK: The first one, headed right at the 
top, "Semple No, 1,'" and on Exhibit 868, sample No.1 
THE COMMISSIONER: - That is the laid-dowm cost of 
the fabric per pound instead of $1,438 will be 41.272 
MR. KELLOCK; Yes, my lord, and the rate of duty 
instead of being on an ad valorem basis of 1861 per 
cents will be 164,45. Perhaps Mr. Hooper for the 
sake of saving time, if there is anything wrong with 
these computations which come to your notice later, 
you could let us knows 
THE COMMISSIONER: You are making this an exhibit? 
(MR. KELLOCK: Yes. A separate exhibit. 
THE COMMISSIONER: Yes, it is part of your case. 
I will make a reference on it to Exhibit 568, 
EXHIBIT 898; Re Exhibit 868 - for 1957, 
MR. KELLOCK: There are three or four of them, 
perhaps might be part of the same Exhibit 898. 

Qe {hen the next one I have, Mr. Hooper, is sampl 
No. 4, and instead of laid-down price of the Japanese 
article here of $1.30, after the Ist of the yeary will] 
be $1.21, ond tabesat of the rate of duty being 19528 
itwill becl?4—4, a @ifference of about 21% in that 
periods 

THE COMMISSIONER: Sample No, 4 on page &? 

MRe KELLOCK; Yess 


THE COMMISSIONER: $1430 will become $1.21 anda 
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bat will be reduced too. 

MR. KELLOCK: Yes, a drop of about 21% in the duty. 

MR. McRUER: That is all providing the price does 
not ae up in Japan in the meantime. si | 

MR. KELLOCK: Yes? and if it goes down it will be a 
lot worse, 

Q- Then sample Ho. 6, is the next one, Mre Hooper, 
and the effect of the new currency rate will be that 
10 instead of the laid-down cost being $1.32 a pound it 

will be $1022 Instead of the rate of duty being 
19161 it will be 168,8%4, a bout approxi mately 23% 
of a drope Phen sample No. 9, page 5, the effect 
there will be that’ instead of Japanese article being 
laid down here at a cost of $ly2l, ineluding freight 
and everything else, it will fall to $1.12 and the 
rate of duty instead of being 202s9% will be 187.2%, 
a drop of over 15%. Sample No. 10, is the last one 
20 || and there instead of the laid-down cost being $1.41, 
freight and duty included, it will be $1.51, and instead 
of the duty being 185,8% it will be 163.4%, a fall of 
over 22% Mr. Hooper, just to refresh our memory, 
5 the existing Canadian rate against Japan in respect 
of rayons and other fabries are still higher than the 
present American rate? Ae Ye@se 
THE COMMISSIONER: You mean American rates against 
Japan? | 
ts MR. KELLOCK: Yes, 


THE WITNESS: On rayons and mixtures, such as 
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cotton, not silke 
| MR. KELLOCK; I am principally interested in rayon 
at the moment, | 
THE COMMISSIONER: Wheat are you both referring to 
% MR. KELLOCK: Rayons, my lord, 
THRE COMMISSIONER: Pure rayons? | 

THE WITNESS: Rayons and mixturess 

Qe Not mixtures of silk? 4. NO. 

\ tG THE COMMISSIONER: It is mixture of rayon and cottdn; 
not silk, 

MR KELLOCK: Qe Exhibit 889 which you prepared 
shows the import constmption into the United States 
from Japan, January to July, 1936, of 118,461 pounds. 

15 , 
} 20 (Page 12232 follows) 
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THE COMMISSIONER: Pardon me a moment, this 


"just reads "Statement of imports for Consumption into 


United States of American from Japan, Rayon Fabrics", 

MR. KELLOCK: Rayon febrics; may I have 655, 
please . That shows imports of Japanese rayon fabrics 
into Japan -- 

TE COMMISSIONER: No, noe 

WR. KELLOCK: Into the United States, from 
Japen into the United States, In that period, January 
to July, 1936 of 118,461, | 

THM COMMISSIONER: Theat is in seven months, 

MR. KELLOCK: That is in seven months, my lord. 
There is an ixhibit on file, exhibit 655, which I have 
just asked for, and you may reeall the approximate 
figure, Mr. Hooper, which shows Japanese imports of 
rayon fabrics, the same material, into Canada in the 
same period where 161,851 pounds ? A. 161,000 ? 

Q. 161,851 pounds. 


THE COMMISSIONER: We hed that Bxhibit yester- 


day. 

WR. KELLOCK; 655, my lord. 

THE COMMISSIONER: We had it here before us 
yesterday. 


BY MR. KELLOCK: . Wow, the United States 
market, of course, is ten times as large, at least, 
as the Canadian market, isn't it ? Ae What is this, 
161,851 -- is it pounds 7 | 

yw. That is in pounds ? A, Well, you have 
your mixtures in there, haven't you ? 


Q. No, rayon fabries ? A, 161,851, is that 
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importations into Canada ? 
MR.MCRUER: This includes threads, yarns, 
ribbons, fabries; which are you dealing with ? 


MR. KELLOCK; I am dealing with fabrics. 


cr 


THY COMMISSIONER: This ome deals with rayon 
febries alone ? 
BY MR. KELLOCK: Q. Are there any mixtures i 
889, Mr, Hooper ? A. I don't think so. 
., Do you know ? A. There may be, but it 
D> 10 all depends on the component of chief value. There 
would not be any mixtures in there, (10 per cent Payot. 
Q What is that ? A. There would be no 
mixtures in there less than 50 per cent rayon. 
~Q, But you think it does include mixtures ? 
Xe ‘A, YS think 16 does, yes, 
 &- Have you 655 there ? 
THE COMMISSIONER: What is 655 ? 
“MR, KELLOCK: © 655, my lord, shows the Canadian 
imports from Jagan of artificial silk divided into 
® ‘i “a number of things, and the fabries down to the end 
of July -- they are not added here, but my addition 
is 161,851 pounds. 
“THE COMMISSIONER: Rayon fabrics alone ? 
o MR. KELLOCK: Yes, it includes mixtures as 
well, which is in the same way as your 889 does ? 
A. “Yes. 
“-Q. All right, they are comperable figures; 
now, as I say, the United States market is just about 
> 30 || ten times the size of the Canadian market, isn't it? 


A. Yes. 
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&- Well now, am I right in this, when you were 
giving evidence in Montreal at an earlier stage of the 
hearings you said that the American selling price on 
rayoh fabrics in the United S tates was higher than | 
5 the Canadian selling price ? A. I gave that evie 
dence, Other people gave the same evidence. 
we I mean, that is the fact 7? ie Yes, 
Ne Can you explain why, if the American mar- 
ket is ten times the size of the Canadien market and 
»D 10 the american selling price of the fabric higher than 
the Canacian price -= 
THE COMMISSIONER: Of the Zapanese fabric ? 
MR. KELLOCK: No, the selling pric@in the 
United States of rayon fabries are higher than the 
| selling prices of rayon fabries in Canada, the market 
is bigger and the product brivgs more money; why is 
it under these circumstances tht in the same period 
there should be not only a relatively -- there 
should be any larger importation of these Japanese 
® o ‘fabries into Canada than into the United States be- 
cause you see the figure of importations into the 
|United States in that period is absolutely lower than 
jinto Canada. 118,000 only got into the United States 


and 161,000 got into Canada, and on the basis of a 


* market which is ten times as large as the Canadian 
market the figures should be not only absolutely but 
INNS the other way, and in addition to that the 
|canadian rates of duty against Japan ore h&gher than 
> 30 | those of the United States against Japan. Can you 


jexplain why that pieture exists ? A. It apre arad 
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8 2 I don't understand you; would you repeat 
thet to me. \Vihat is your explanation ? A. Would 
the reporter read the answer. 

j-- The Reporter read as follows: 
* "a. It appeared to me from examination of 
different cost sheets, or estimated cost sheets| 
that on certain types of fabrics the Canadian 
menufacturer was cetting « price which was abov 
his usual mark-up over cost of production, and 

a these fabries seemed to be the types which were 

coming in." 

ie. You began by saying the prices in the Uni- 
ted States are higher than theyare here. If they 
are how does that dtp tedectt o* | A. . Take, for 

25 instance, cicths that are made by people known as 

a usual run or the general run 

of fabrics appear ‘to have a higher price in the Uni- 

ted States then they have in Guatader. There are other 
fabrics made by Canadian manufacturers -< 

30 
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| to me from examination of different cost sheets, or 

| estimated cost sheets, that on certain types of febrics 
| the Canadian manufacturer was getting above -- 

BY Tii COMMISSIONER: Q.. Was what ? 

| ai Getting above -- | 

‘a. I don't understand you ? Ae Getting a 
| price which was above his usual mark-up over ecst of 
/production, and these fabrics seemed to be the types 


which were coming in. 


{. Rayoh fabries ? A. Rayon fabries mede 


by Canadian manufacturers -- 
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Q. In Canada ? A. In Canada, for example, 
taffeta, 27 inch taffeta; their estimated cost sheet | 
showed that the cost of production, selling cost and | 
‘profit should be approximately 15 cents a yard, and 
they got 18, 19 and 19 4/2 dete a yard for the clothd 

BY MR. KELLOCK: @. For how long, how long did 
those prices prevail ? A. 18 ani 19 7 | 

ve Yes ? A. There is a record showing how 

| ling that prite has been obtained. 
-» ne BY THE COMMISSIONER: @. Was it during the seve 
months we are talking about ? ” B From the firs 
of January, my lord, there was 19 1-2 cents sand it wa 
reduced until now it is 17 cents. It is still two cen 
iy above the cost of production plus their usual advance 
for selling cost and profit. 

BY MR. KELLOCK: ©. Whose cost are you speaking 
about ? A. Dominion Textile. 

Q. Alone ? A. In that case, yes. 
ry - ®&. What are you talking about when you sey the 
| usual advance ? A. Whatever they use as a basis fo 
estimating their costs. 

w¥; You are saying it is more in one case than the 
other ? Wheat is ine-usded eost 2 A. They have 
25 arrived at a figure of approximately 15 cents a yard 
using the ordinary advance. 

Q. You méen that they have a standard a_dvance 7? 
| &. I @on't know what it is, wh lohan it is standard or 
not. They have shown me a cost sheet. The figure 
> 30 


arrived at was epproximately 15 cents a yard. 


BY THE COMMISSIONER: @. What had they done in 
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this ease you are referring to? A. I say the 
lling price to-day is 17 aan 

&. That is, they have added on two and a half 
ents ? 4. ‘They have added two cents on what they 
have estimated would be their selling price. 
%, Do you think that has had a tendeney to let 
these Japanese goods in; is thet your. idea ? A... Yes, 
y lord; another factor is that in some cases where 
they are meeting competition of the silk milis in 
Canada, the other silk miiis in Canada, they are not 
getting their full cost of production plus selling 
eost and profit as they have laid down in their cost 
sheets, Some prices may be below cost plus a reason- 
able advence for selling cost and profit. These prices 
may be ones that ere lower than United States selling 
prices. 

BY MR. KELLOCK: Q In this figure of 15 cents 
you mentioned , do you know whether that involves a 
profit ? A. Yes. 

ye What you say is if they put the usual advance 
on this particular product which they put on other pr 
duets which they make -- A. No, I.am not saying the 
advance they require. I don't know what the advance i. 
It is one they feel they require. They costed it. 

w. Is 15 cents the cost figure.only ? A. It 
was their cost of production, their cost of selling an 
an advanee for profit. | 

y. What you say is, Mr. Hooper, as IT understand ift, 
4s that by reason of that fact in the case of the Domi 


nion Textile Gompany only, and you recall that the 


eo" 
-@Qitg Belifes ateds ; ag pene satieiela: eve 
$04 at NPmMone ».bed. ead ta aati sig. 0a. 


on 
88T -.4 & aebl ewoy tout ot tat Bboog epensqal enads| Me 


| Sted aeeao esos ai tedt at xotoat Ttedfens  ;S5tof e 
ai ilies dite ett te Holt itegaioa SAiteom ore wa 7. 
» $08 O% 8 Yor? , abeund Sf elim Alle xesdte out .9b5080 ar” i a 
_ SAilfes emi¢ Ioivocserg te. Yeoo 4iv2. xledé aaiteos| 
M899 Shed? at awob Stel eves eds 29.titer bre #200] 7 
MONSON A alg 208, Wolld Lod tam wanien ame ) 
| #eelag 6a.aiT 


poe | 
-sit Borg tas #300 saliiee Tet eonevhe otde 


iat 
| Beliles eevate het inv tisdy towel. 233 oP, ‘839m0 9d vam 


4 a i ap a ah Mocs 1a 
-atnee GL Yo emugtt eidt xt .g ;WOOLIEx AM Ye. et 


& eevioval tardé xedte dw WORA HOY Ob. i ‘le 


2. phon 


rman Kad oir asous | 
SStsvhe oft fade wont toh T_ eHHMReS NOSE mpmevan 
|< oP bobetroe wag sertupet ors. feet yeas ona ex sx || 
at a ? vlao Nv igninbttpiastes ints one 


Pi a 
5 = 
i - 
* 
La ——— 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


REPORTER L2283 HO oper 


i ; 
- TORONTO = CANADA 
‘BD 


anadian Cottons make this fabric you are speaking about 
s well ag the Dominion Textile 7? A. Yes. 


we You don't know what the situation is that pre- 


vyails there ? A. You mean what their 


OE EE a ea a ai, z 


costs are ? 

@ Yes? A. I dontt know and they don't kno. 

&, All right, that is what you say ? A. Becaus 
I have not been able to find any costing system. 

@. As I understand you, the point you are making 
is that on these particular rayon fabries which you say 
are coming into Canada here the Canadian price is highe 
than the corresponding American price for the corres- 
ponding article; is that what you mean 7? A. The 
ones that are coming in here -- where, from Japan ? 

Q. Yes, that the Canadian price on the comparable 
Canadian artiele is higher than the American selling 
price on the American erticle ? A. I did not say 
that, no. 

@, Then, I don't follow the point you are trying % 
make ? A. I said in eases where the selling prices 
of American fabries were higher than those of conmparea= 
ble fabrics in Canada there are no importations. 

Q@. There are se importetions ? A. Yes. 

25 Qe Into the United States ? A. Into Canada. 
ji» Into Canada ? A. Yes, but in this 
case here where they get an advance over the cost of 
production which appears to be higher them they do on 
the other fabries which sre lower in price here than 
> 30 


they are in the United States they are meeting compe- 


tition from Japan. 
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GQ. Now, Mr. Hooper, whether the Dominion Tex- 


‘tile's selling price was 15 cents or 17 cents or 19 


cents right from the beginning the Japanese article hds 
come in here around 13 cents or eleven cents; Lents 
5 that a faet ? A. About 13 cents. 

% All right, what difference does it nail whe= 
ther the Dominion Textile Company try to sell their are 
ticle at 15 cents or 17 cents ? Ae I would say 
it made a lot of difference. You might give two cents 

» 10 more when you might not feel like giving four cents. 

QO. Exhibit 789 is an exhibit which shows impor- 
tations into the United States; do you know whether 
or not in these importations -- A. There is any 
27 inch taffeta ? 

, a. Yes? A. No, there is not. 

Re There isn't ? A. No, 

&. It is all more expensive stuff, is it, better 
qualities, more expensive stuff ? A. The Japanese 

° m goods as a rule are about the. same quality, aren't thdy? 
@, You mean to say all the Japanese range of 
fabries which they make are of thesame quality as 
27 ineh teffeta ? A. About the same quality. 
The stuff I saw coming in -- 
25 a. I am not asking what you saw ? A. Oh 
no, not all of tte 
_ de ALL right; as a matter of fact, Mr. Hooper, 
Japen can make fine goods that compare in quality with 
‘any place in the world, don't they ? dh. He. 
> 30  «» You do not agree with that ? A. Noy I 


do not agree with that. 
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ve You agree with this to this extent that Japanese 


Hanufacturers are not limited in the articles they pro- 


Huce to inferior grades of merchandise 7 A. No, the 


| 


Hake better grades of merchandise. 


Q. And the grade that they do make, t'ey make first 
juality; they are not all sub-standard goods, That is 
ot what you are trying to say ? A, When you talk 
bout first quality you generally talk about first que- 
ity in a mill. It is pretty hard to say whether first 
uality -- 

BY THE COMMISSIONER: @ You must mean what would 
e called first quality in Canada . Otherwise you are 
yithout point, What about tint, are they making such 
Foods as would pass as first quality in Canada ? 


15 
- iI have only seen one fabric that I consiéered to be 


BY WR. KELLOCK: Q. Youere speaking of stuff you 
have seen coming Lato Canada ? A. WNo, in Canada 
+ the United States. 

a. What about thestuff they are shipping into 
hustralia ? A. Well, I did not see that. 

@. You have not seen it ? A. No. They do 
have some nice patterns. , | 
Qe Isn't it true that Hapan took the Australian 
market away from England la:gely ? A. Isn't it 
true ? 

> 30 BY THE COMMISSIONER: Q. Just a minute now; is 


jthet a question of quality ? A. I don't think so, 
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my lord. 
MR. KELLOCK: I intended it that way. 
THE WITNESS: The Canadian manufacturer can still 


ship printed rayons to England from here. 


BY THE COMMISSIONER: Q. What is that ? A. Th 


on 


Canes on manufacturer ships printed rayons from Canada 
te England. 

%» Just a minute; Mr. Kellock asked you whether 
you knew that Japan is taking the Australian market 
> 10 away from England. You must mean the market in rayon 
a fabrics 7 

MR. KELLOCK; Yes, my lord, 
BY THE COMMISSIONER: Q. What about that ? 

4, To some extent, yes. 

15 BY MR. KELLOCK; Q. They are not doing thay wit 
| sub-stenderd goods, are the 7 Ae I don't know 
thet Great Britain ean print rayon fabrics thet would 
even compete with the Hapanese. 
se YOu mean that even Great Britain cannot make +- 
» au Ae I don*t know if the finished proiuct might be as 
good, I don't know. When you take the example I have 
given you that the Canadian manufacturers ship 
printed rayons to Great Britain there must be a market 
in Great Britain. for printed fabries. 

sw. Yes, but to what extent,as compared with the 
existing market in Great Pritain,are Canadian manu- 
facturers shipping inte Great Britain ? What share 
of the Bri tish market haw Canadian manufacturers got 
> fh in reyon fabrics 7 A. Of printed rayon fabrics ? 


Qe No, all rayon fabrics 7? A. I don't know. 
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Qe. Well, Iwill take your illustration, if you 


like ? A. I don't know one or the other. 

BY THE COMMISSIONER: 4. Well, ¢an you find out 
wh t quantity of printed rayon fabrics, or of rayon 
fabrics is exported from Canada to the United K ngdom 
in any period, say at this period, for instance, seven 
months ? A. Yes, my lord. 

i» Without any great trouble? A. I think 


t have the information, 


o> i “ae, Welf,"all righs. é 
| BY MR, KELLOCK: Q%. Can you show the share of 
the British market that it represents ? A. No, I 
eannot. 
} < @. You cannot do thot ? Well, Mr. Hooper, 


your wen Wxhibit 887, shows there is now coming into 
Canada a considerable variety of gocds which is not 
merely -=- 

‘THE COMMISSIONER: 887, you say ? 

MR. KELLOCK: Yes, my lord, which si not merely 
plain and broeaded taffeta; isn't that right ? <A. Tha 
is right. 

Q@. We are now getting striped rayon, check rayon, 
fancy printed brocaded rayon, rayon plaids, faney rayoi, 
25 || rayon moire and Bemberg georgette crepe. Those are a 

varieties in addition to the plain and brocaded rayon 
taffeta; is that right ? A. That is right. 
4. Well now, I would like to uniderstand your ex- 
planation, Mr. Hooper. I would like to make sure I do 
a 30 || understand your explanation as to why it is that the 


Japanese are able to lay down in Canada a greater volume 
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rayon taffeta. 


Broadening out, but the quantities are quite small. 


12245 Hooper 


of rayon fabrics in the same period than were able to 


get into the United States, as ageinst the higher Canp 


dian rate of duty 7? &. If you look at that 
exhibit -- 
Q. Which one ? A. 887, you will see most 


of the fabrics coming in are rayon taffetas. 
w. Of course, 887 is limited from the 24th of June 
to the 24th of September 7 Ae But if you take t 


entries from the lst of the year you will find it mos 


@. 887, Mr. Hooper, does show that the variety 
of fabrics is broadening out from whet it was in the 


earlier days of the year 1936; is that right? A. 


@. It takes a little time, doesn't it, to open uy 
new channels of trade and actually get lines going in 
a new country ? &. Yes, but when they get sample¢es 
here they ought to know whether they can merchandise 
the cloth. 

Q. They are certainly veginning to come in in a 
much wider variety than when we went into this subject 
in May and June? A. Oh yes, they are. 

MR. MeRUER: Are these quantities on these ar- 
tieles any more than enough that would do for samples? 
A. It would depend, Mr. MeRuer, on how many salesmen 
they had. 

Q. How many people they sent samples to ? 

A, Sent samples to. 
BY MR, KELLOCK: Qe Well, here is an illustra 


tion; im August and September of this year there was 


oe, sme 6) 4 a ey Fao On = . a B3iQYAG .Tao 


bag Vi ' oF 7 
q ' “ 7 F on = a 
i : : 7 ‘ ' 
v \, 4 . = 7 4 n J 7 


ae ee ‘ee 
af ~ . rey #3 erat -, 


‘iy ieee 


r, 


Mle i 


oF sida. sail asdd hates enna ‘edt as eo!ns%, 
lasD ‘witgid ‘od? tantegs as (eedste bos tau ot 


todd te fool voy tI A. fe t ab, to etst aah 
|teom eon Iliw NOT, ane “A 2 Ho foraw aid aes i V4 “ 
aptetist moye7 ets ai aatintoo eoivdst eat 0 a ‘- \ 
dot to dthS odd moxk hes imtt at ‘88 ,eetH0o 20 .y. <i 


qv ante yoy Tl tx A ¢ woduwed gee to das eff of 
teow $i Sait ilie 2oy tsey ed? To dak ent moss aeittas 

Aietisd 7 
Weitsy odd dadt wode seob ,teqoall .cM , VSS , | 
edt al asw ti tedw mort tuo gclaebuord ak eeitdss a0 


«sh. T &apit ted? at ,e5eL 120y ef? Io eyed elzee 
Looe sting ets eeititaaup ed¢ tud tse gainebsord 
Hi is ‘oqo ot ~#i ‘tunes ome elts if s eoual vi. CS eter _ = 


ria pattoy sents fog vLeutos bite ebaxt 29 plengads. wea a | 


| se tina 9:0 Zo vents cedd one worst od Fad Yedt ered 
| | _ sltoLo edz | 
ri ni at ato 9 ot gatamiges vintedxe9 eis yodt ae be ' i 
foot dra ends otmi tuew ow modw sedi Weise tobiw sions 


same otez wad min tut .ae¥ +d. ? Yutayoo, wem.e mem 
Pa os vast 188 ant oA bit eee _ Seass® Bie  aaleaal 
| 


t femasiae Ylam oe meee SEE ay | 
° of seLaane aos ol srs ay Le wel 


- 
i 
mts : 
: +e : - oo 
* 
7 4¢ % 
‘Lae ¥ 
aes 7 - 
i nl 
; q 
. ’ 


estepiit ae al esed ,ifef# gf 
a 3 ae o4 ie -Se Svpas 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


_ TORONTO : CANADA 12244 Hooper 
55,480 yards of check rayon came in. That would pro= 
vide quite a few samples for a lot of travelling men. 

THS COMMISSION’R: Was that more than ¢ame in in 
June and July ? 

5 MR.. KELLOCK: The June ont July figure is not her 

my lord, for that particular variety. 

THE WITNESS; That cheek rayon would compete with 
a fabric made by the Canadian Cottons. 

BY MR. KELLOCK: @, Cheek rayon made by Canadia 

> 10 ||Cottens ? Ae Yes. 

« eWhat approximately a vard does the Canadian 
Gotton product sell for ? A&A. I don't know off~ 
hand. I have that informetion. They had a cost sheet 
made up for it but I don't remember it. 

1p se Well, you don't , Mr. Hooper, or do you adopt 

my friend's suggestion that the 36,480 yards of check 

rayon which came in here in the two months, August and 

September of this year would simply be for samples ? 

s. No, I don't think Mr. MeRuer was pointing to that 

Ons. | 

ve He did not have that in his mind. 
MR. MeRUER: There is a whole multitude of smaller 
pbnes, 


BY THE COMMISSIONE’: Q. It would appear from this 


a pxhibit -- Take for instance, the first item, plain 
rayon taffeta; there was more of it came in in July 
‘Saw in August or September. Of course, September only 
foes down to the 24th ? A. I believe the invoice 
> 30 bs in, my lord. You will notice as a rule the ship- 


Rents come once a week from Japan. I think they are in 
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for September. 

Q. Then, there was very much less in September 
han earlier. That is, it is not a fact to say they 
kept on broadening out? 

MRe KELLOCK : I did not iene each particuler 
lariety kept on broadening out, put that the varieties 
as shown on page 3, my lord -- you see, the number of 
forieties broadened out. 

THE COMMISSION:R: The number of varieties. 

MR. KELLOCK: Yes, my lord, that is what I meant. 
ell, Mr. Hooper, I have not yet got, or I do not yet 
understand thet I have your explenation as to why there 
bnoula be this volume of Japanese imports into Canada 
when the yolume into the United States is lower while 
the market is much wider, and the Canadian rates of 
duty are hi cher vs A, I have given it. 


@. You point merely to the fact that in your view 


it is due entirely to the 27 inch rayoh taffeta ? 


A. No, I said that is one I had examined and I saw the 


/Ganadian Cottons estimated cost on that. 


@. The Dominion Textile ? A. Wo, Canadian Cot 


tons estimated coste 


@,. That is one explanation; now, have you any- 
thing else ? A. Ané they have also costed setin; the 
have also costed the check rayon, OF the plaid rayon, 
ana if their costs are on the same basis as the taffet 
that may be the explanation. — 

we Now, can you add anything %o that, or is that 
your explanation ? A. I don't know that i 


comla find out what their actual cost of production wa 
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~*~ | a. I am not suggesting that ? A. If I eould 


hk might be able to give an explanation, but it would 
coouee to me that is the explanation. 
we I take it, so far 4s you are able to say to- 
lday, that is your explanation ? A. Yes. There 
are some fabrics here, you will notice, I don't know 
l wnether we make brocaded rayon satin. I’ doy’t think 
there is 7 fancy printed vrocaded rayon made here. 
» to Je My recollection ig as to the brocaded rayon 
| wa ti that it is made here} that is my recollection. 
WR. MeRUER: There was a difference in the evi- 
dence about that. 
THE WITNESS: This is satin, this is a new one. 
5 | BY MR. KELLOCK: Q Bemberg seorgette crepe is 
made here, isn't it ? A. Is it 2? 
Q@. That was my understanding; éo you know ? 
A. Who makes it 7 
| MR. MeRUER: Who makes it ? 
20 WR. KELLOCK: I understand Grouts make it. 
THR WITNESS: They import the yarn and make it 
here ? 
MR. KELLOCK; So I understand. 
WR. WeRBER: How long have they been making it ? 
sy MR» KBLLOCK: I cannot tell you. 
MR. MecRUER; Because Bemberg is acetate yarn. 
ASSISTANT SECRETARY RENG: Noe 
THE WITNESS; That is different. 
| BY MR. KELLOOK: Q. Mr. Hooper, I would like to ask 
% you this; do you think that part of the explanation,4t 


least, as to why the United States do not get more 
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Japanese rayons is due to any method of appraisal 
they have of goods coming in ? A. Nos The 


reason why they do not get any more rayon over there 


is simply because the Japanese market is too far away 
5 and they cannot follow the trend and demand of the Uni 

ted States market by placing orders from four or five 

mouths ahead of time. They won't take that chance. 

we WEll, the Canadian market isn't any further 

away than the United States market ? A. Well, one 
> 10 thing is they do not use 27 inch rayon taffeta over 
there for coffins. 

«- They do not use it for anything ? A. WNo. 

we Did mot the gentleman who served his apprentic 
ship in Sears Roebuek say he bought that leagely and 
that Sears Roebuck had quite a demand for it with, as 
he called it, his lower class customers; wasn't that 
what he said ? He was very familiar with it, you 
know? A. Was he ? 
: «« You do not remanber that ? Perhaps you weren! 
9 “ there ?, A. I was there, but I do not remember him 
saying anything about 27 ineh taffeta. 

~e LT am wondering because you say now 27 ineh rayo 
taffeta does not come inte the United States at all, 


and this gentleman , if my recollection is Tight, said 


25 
he was. very familiar with it, and sold it, and he was 
With Sears Roebuek ? A. Well, the demand must 
have changed. This 27 ineh taffeta is a Japanese 
fabric. i mean, they brought the fabric out and intro 
> 30 ||fuced it into Caneda, and if they ‘ried to introduce it 


jin the United States it did not go over. 
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w. Yes, but both Dominion Textile and Canadian 


Cottons were making 27 inch rayon taffeta prior to th 
first of January this year ? A&A. Oh yes, they 
made the fabric attus the Japanese brought it into 
Canada years ago. | 

w What you say is the Japanese originated it 2 
A. Yes, originated it. 

Q. Let me come to this, Mr. Hooper; as you have 
said the Canadian rates still existing against Japan 
are higher than the present American rates against 
Japen, and in saying that, of course, we have to in- 
clude in the Camdian duties the currency dump by 
reason of the depreciated Japanese currency; is that 
right ? A. That is right. 

~» And if , however, these Japanese goods are 
brought in here on consignment the currency dump does 
not apply; is that correct ? A. It applies 
if the goods are gold tc the purchaser in Camda at 
less than the price ait whieh he could import them 
direct . 

Q. What is that again 7% A. Special dusty 
may apply by order of the Minister if the goois are 
purehased or sold in Canada at.a lower price then 
they purchaser in Canada could import the goods 
direct from Japan. 

Q. That is, if the -- A. In other words, 
it does not make any difference; the selling prices 
has got to be the same in any case. 

4. If the importer in Canada sells them at a 
lower price then what ? 4, Than the purchaser 


could import the goods direct, the purchaser, that is 
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the man the importer sells to, could import the goods 
direct from Japan. 

BY MR. MoRWER: &. And pay the duties 7? A. And 
pay the duties. 

5 | @. So that the cost to the purchaser is the dene 
whether he buys them from the man whc sells on consign 
ment or imports direct ? A» Yos. 

Q. Or otherwise the usual dumping duty would apply 7 
A. Otherwise application would be made to the Ministew 
ND 10 for an order to apply dumping auty. 
BY MR. KELLOCK: q. We have had it in evidence 

from the gentleman who works with Mr. Fisher, am who 

said he was Mr. Fisher fora little while -- what is His 


name, Kiel, that when that concern brings in, and it ddes 


. pring in these goois into Canada on consignment, they 
do not pay any currency dump ? A. That is right. 
The goods have uot been sold when he brings them in. 
BY THE COMMISSIONER: @ You mean they are stil 
bs in bom 7? A. They are on sonsigunent. They are 


still the property of the mxporter. They are only con 

signed to Fisher. When he selis these goods to any one 

in Ganada he cannot sell at a lower value than that as 

though the purchaser in Canada had imported th: goods 
25 direct. 

BY MR. KELLOCK: @ Yes, but he gets them in 
hére an@he sells them and he does not pay any currency 
dump ? A» Right. 

@. How does anybody ever eateh up with Mr.Fisher 

38 if there is any complaint about the basis on which he 


sells ? . Ae Oh, I cateh up with Mr. Fisher once 
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in a while in the department and see how he is doing. 
. Now, he gave evidence, Mr. Hooper, and I want 
to know the fact; he gave evidence that he brought, 
and he did bring in Javanese goods, rayon, on con- 


sigmment and he paid no currency dump duty ? A. Th 


— ON 


is right, and he has never sold the goods at a lower 
price to any purchaser in Canada than if the purchase 
had imported the goods direct. 

a. Then, hé puts the equivalent of the currency 
> 10 dump in his pocket ? A. Sure, or sends it to 
Japan. It does not meke any difference. We are not 
interested. 

@. So if I send over to Japan and buy outright 
some Japanese goods the Canadian Government gets from 
me the tenefit of the currency dump duty, but if Mr. 
Fisher brings them in on ecnsignment as long as Mr. 
Fisher sells at the same price I have to pay he puts 
it into his pocket 7 As Y@Se 
») rr GY. So the profitable way to do, té carry on 
; that business, is not to buy but to bring the stuff 

in here on consignment from the standpoint of the im- 
porter ? A. Yes, provided you can get the Jupanese 
to trust you. ~~ 
25 ge All right, that is clear. 
BY THE COMMISSIONER: Q@ What cases does the 
currency dump apply in ? A. Vhen there is a 
selling price to a purchaser in Camda -- 
y» Under the Act when does it apply; does it 
+ $0 begin ko apply only when there is a difference betwee 


the home market value -- A. The value for 
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id special duty and the selling price to the purchaser 
in Canada. 
MR. KELLOCK: Is this the same, it applies on the 
difference between the current exchange rate, 29 cents, 
5 and the proclaimed value of 59.5 ? 
THE COMMISSIONER: When does 1% apoly ? 
MR. KELLOCK: Im every case when goods are bought 
outright. 
BY TH! COMMISSIONER: Q That is regardless of 
ry 10 the morket value in Japan ? A. Yess 
BY MR. KELLOCK: Q. The re is no way of checking 
the market price in Japan ? A. There, 18 No waye \ 
Q. You don't attempt to do it ? A. Nos 
e- You have no machinery ; so then this is brab| 
uy if I buy from Japan to-day a consignment of goods out- 
right, paid for it outright, IT em the purchaser and I 
have got to pay to the government the difference bet~- 
ween the exehange value of the yen, 29 cents and the 
proclaimed value, 39.5, if I do it that way ? 
A, Yes, 

4, And if Mr. Fisher or anybody else brings the 
stuff in on consignment, take it into his werehouse 
and then sells to me I pay the same price but Mr. 
ws Fisher puts the @urrency duty in his pocket whereas 

in the other ease the Dominion Government gets it ? 

A. That is right. 

Tt COMMISSIONER: Mr. ‘Hooper does not know who 

puts it in his pocket . 
® 30 THE WITNESS: No. 

a MR. KELLOCK: That is true. 


THE WITNESS: It may be the owner of the goods, 
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don’t know. 
BY MR. KFPLUOCK: Q. Mr. Fisher may get it or the 
Japanese 7? A. Or they may go fifty fifty. 
“‘Q, “Or 75 25 ? A. But the Canadian manu- 
facturer isn't in any way penalized on account of that. 
@, The Canadian manufacturer, well, all right ? 
A, He gets the same protection, the Canadian Manufecturer. 
Q. Well, we will argw that later. Mr. Hooper, 


I want to hafe you look at Exhibit 388 again. 


:) 40 THE COMMISSIONER: Well, we will sdjourn for a few 


minutes now. 


-- The Commission adjourned for a short recess. 
-- On resuming. 


15 
BY MR.KELEOCK: &, Mr. Hooper -- As MBs 


Kelloek, talking about consignments I would like to res 
Section 110, subsection 2 of the leccoliisill Aet. It reads 
“In the tase of goods shipped to Canada on 
a consignment, when such goods have not been sold by 
the exporter thereof prior to their arrival in 
Canada, the owner of his agent or consigneé shall 
deliver to the collector such documents and infor- 
mation as he requives, ineluding statements 
25 : showing the terms and conditions on which the 
goods are to be sold, cerenn eet for, or disposed 
of, in Canada, as an aid in the appraisement of sugh 
consigned goods." 
THe COMMISSIONER: As an eid in appraisal; that 


30 || must mean appraisal for duty purposes ? A. For 


| special duty purposes, my lord, or in some cases regula 
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duty purposes. 

v» Anyhow it is. for the purpose of ap raisal ? 
A. din following it right through until it is finally 
sold in Canada. 

4+ Do I understand. the appraisal price for duty 
in view of what you said e while ago must be the same 
as if the currency dumping value is init? A. No, 
in the case of textiles the value for duty is the fai 
market value as sold for home consumption. Thatis t 
value which they certify to on the invoice or in othe 
cases it might be the value under Section 43 or some 
other section of the law. 

BY MR. KELLOCK: Q In the case of Japan it is 
simply the invoice value ? . &- It is the value 
certified toe 

4» The value certified to on the invoice ? 

As .By the exporter. 
%. There is mo checking of that ? a udhe, No. 


BY THE COMMISSIONER: .&. Read that .agein; is 


this section & general one covering all importetions? 


A. All goods on consignment; the charge to the col- 
lector is to cheek up on those. 

@.» I notice the importer must furnish you among 
other things with his own selling price ? A. Yes. 

Q. That is for the purpose of your department 
fixing the appraisal value ? A. For special duty 
purposes in some cases, in the case of textiles, yes. 

@. Read it again ? Ae “In the cese of goods 

shipped to Caneda on consignment, when such gocds heve 


not been sold by the exporter thereof prior to 
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ees ttar in Camda, the owner or his agent 

Or consignee shall deliver to the collector such 

documents and information as ‘he requires, includi 

statements showing the terms and conditions on 

which the goods are to he sold, accounted for, o 

disposed of, in Canada, ag an aid--" 

we AS What ? A. AS an aid, 
‘Se AS am aid to -- Ae --"in the appraise 
ment mf such consigned goods." 

Q- That must mean appraisement for duty purposes 
A» In some gases, yes, my lord. 

w» You are reading the Act there and it does not 
say, some cases ?- A. It-apslies in some cases, 

Qe AS an aid in the appraisement of -= A. oF 
such consigned goods, 

«we Read the rest of it ? A. That is all, my 
lord. 

BY WR. KELLOCK: @. In the case of Japan, Mr. 
Hocper, the only appraising that is done in Canada on 
any value which appears om any of the documents in 
connection with the shipment is the certificate of the 
importer thatthe invoice price is not less than the 
fair market value in the country of export ? A. Yes. 

v But you take his word for that ? A. We 
take his word for it. 

we SO in the case of Japan the only duties that 
are collected are the #6 per cent ad valorem, the 
40 cents per pound and the currency dump? A. Yes, 

BY THE COMMISSIONER: 9. 36 per cent ad veloren 


on this certified price you ate referring to ? A. Yes. 
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my lord. “e 
@, And the currency dump -=- 
MR. KELLOCK: ‘The difference petween 29 cents and 
fo 65. | 
5 || By PRE COMMISSTONER: Q. I do not see how anything 


In the Act allows for the doing away of the currency 
dump . 
5 MR. KELLOCK: It doesn't, my lord; the currency 
hump, Mr. Hooper, it doesn't apply in the case of con- 
r 0 ignment goods ? A. Wo, only when the goods are sold 
lt less than what they would have cost ~- 
.. That is only where -- A. Where the purchaser 
in Canada had imported the goods direct. | 
if 0. His lordship wants to know what is theduthority 
Por not ap plyint the currency dumping duty on consign- 
pent goods ? A. Because there is no selling price at 
the time of importation. | } 

Q. You eannot do it ? “A, No, not at the 
ime of importation. 

THE COMMISSIONER: I am still unconvinced. 

BY MR. KELLOCK: Q. Mr. Hooper, the Department do 
not do it and the importer that appeared before the 
ccenhecton seed not pay ite 

25 THE COMMISSIONER: Well, you se¢ that section was 
read. I don't know for what purpose. You say it does 
not apply to the ease before us and it says this info 
ation shall be furnished to the Customs Department for 
the purposes of appraisal, and the only reason why the 


> 30 Customs Department wants an appraisal is to levy duty 


on that. 
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MR. KELLOCK: But there is a difference, my lord, 
of course -- | | 
THE COMMISSIONER: I say why read it at all if it 
does not apply to textiles’ 
THE WITNESS; In the case of textiles it is the 
appraisal for special duty purposese | 
as What do you mean by special duty? Ae If 
the selling price to the: purchaser in Canada is less 
then the fair merket valuée 
. 10 @. How 0 you get away on account of that sectio 
from the dumping duty? I think you hed better look 
at that, Mr. MeRuer, it is a matter of law. 
A. You can get away from it if the selling price to 
the purchaser in Canada is higher than the fair marke 
18 value or equal to the fair market value plus all 
charges incurred after shipment, 
. i+ after all, the daieaien dumping duty is in 
addition to the value for appraisal; that is all it 
is? Ay Yess 
a a WR. KELLOCK: Yes« 
| THE COMMISSIONER: If it is there anyhow even 
if you do not nominate it as such, if it is in the value 
for appraisal, alright; otherwise where is there justice 
done? Do you see what I mean? | If the value for apprais- 
al is high enough to include what would be the currenpy 
dumping item in the case of another importer itis 
alright. If it is not there there is something in th 
practice I do not understands 


> 30 (page 12250 follows) 
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MR. SELLOCK: It cannot be there, my lord, bess 
wherever there is a price on an invoice then the 
pacreney dump epplies absolutely and automatically 
as en additional duty which is equal to the invoice 
price 7 29 cents. 

THE COMMISSIONER: You cell it in addition to 
the duty? 

MR. KELLOCK: Yes. 

THE COMMISSIONER: Is it not en additional fact 
in ine ressing the valuation for duty? 

MR. KELLOCK: No, it is an additional duty in 

every case. 

“THE COMMISSIONER: The rate of exchange, we 
will sey, is ~= whet ere the rates? 

MR. KELLOCK: It is the difference between the 
normel currency rate which is approximately 29 
cents, and the procleimed value of 39.5. 

THE COMMISSIONER: A difference of 10 cents. 

Is 10 cqts levied es a duty on the article? 

MR. KELLOCK: Yes, Exhibit 868 shows it, my 
lord. | 

THE COZ ISSIONSR: I wish you waild both look 
into this more fully from the point of view of 
whet the lew is. We are just now taking i4ime 
as to whet the duty is. I am not convinced that 
the dumping duty is entirely eliminated. It may 
not be visible, but I em not convinced it is mt 
there somewhere in the case of goods brought in 
by an impor ter end then resold because to whom do 
Fischer & Compeny sell? ‘They sell to the trade, do 
they not? | 


THE WITNESS: They sell to menufacturers or 
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25° 


to the trade, 
THE COMMISSIONER: And if thet seme menufacturer 
brought ih the goods himself he would pay more au ty ? 
THE WITNESS: No, he would pay the same price 
thet Fiseher sold the goods to him at. 

‘THE COMMISSIONER: But there would be legs du ty 
colleeted on it? 

THe WITNESS: Yes, 

ThE COMVISSIONER: I would like to'see that 
worked out more thoroughly. 

“BY°MR. KELLOCK: Q. In the case of goods coming 
in on consignment, there is no value on the invoice 
at ell, A. There is no invoice price. 

THe COMMISSIONER: I em understand therefore 
why that provision is in the Act thet om importer 
must give the department all this infomation so 
that they mey arrive atan appraisal value, 

MR. KELLOCK: As I understanéc’ the sectio, it 
is directed to this situetion, not to the currency 
dump et all, but to the special duty, whieh is the 
difference bétween the government's price end the 
fair market velue, 

THE CCMMISSIONER: Yes, but you see you are begei 
the question. If you begin by saying there is no 


special duty in this ¢ese because you teke the certi- 


| fieate of the exporter es final, well then the section 
| is inoperative entirely, So what is the use of 


|| Peeding it, but I em not convinced thet it is inopera= 


tive, and I would like you end Mr, MeRuer to ‘speak to 
te lester about it. : 
THE WITNESS: Subsection 5 of section 6 of the 


| Customs Teriff provides agsinst evasion of special duty 
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‘ "{35) xf as “inn time it appears to the 
satis faction of the int ster that the payment of 
the speciel ‘duty by this section provided for is 
being evaded by the shipment of goods on con- 
signment without sale prior to such shipment, 
the Minister may in eny case or class of cases 
euthorize such setion as is deeme a necessary to 
collect on such goods or any of them the seme 
special duty as if the goods hadbee sold to 
an importer in Caneds prior to their shipment 
r 10 ‘to Cenada.” 

THE COMMISSIONER: That would help to elucidate 

he point, | 
MR. KELLOCK: Thet is just to follow up efter 
| he sales, | | | 
5 | MR. McRUER: No, it is more then that, 

THE COMMISSIONER: No. If shippers are only 
peting as ea blind for same Japanese exporter, then you 
ta get behind thet under this section. 

MR. McRUER: And levy the dumping auty. 

THE COMMISSIONSR: But there does seen to be 
tome thing anome lous there. By bringing the goods in 


bs wey the government deprives itself ofa certsin 


yuount of duty thet it would receive when it is brought 


n in another way. I want to be satisfied that such is 
Ihe cease. 


25 MR. McRUER: It looks rather more like protection 


ihen duty. 
| MR. KELLOCK: It must increase tremendously 
whe difficulty of the department in trying to super- 


> 30 BY MR, KELLOCK: Q, Now may I refer you, Mr. 


se the subsequent sale, 
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Hooper, for a moment to Exhibit 684, which shows 
the imports fran Jepen during the period of Jenuary 
to September, 1935 and 1936. A little below the © 
centre of the yege you will see the item, Woven Fabrie 


eartificiel silk, — il BS OY ag? 


cn 


‘Q. You show that from Jenuery 1 to September 30, 
1935, there were some 44,472 =- whet is thet, yerds 
or pounds ? &. Pounds. 
Q. 84,472 pounis imported, with « value of 
a fs $57,256, Thet is in 1935, A. Yes. 

i Q.° Now for the same period this year, es 
against imports of 44,472 pounds last year, the 
imports this yeer were 250,731 pounds. So the imports 
are multiplied about seven times in 1936 over 1935? 


A, That is right. 


Q. And the velue in dollers is given there. 
Does thet include mixtures? A, 6Yes. 
Q. And reyons and cotton? A. Yes. 
Q@- Now I ask you to look et Exhibit 888 for a 
moment. This is a teble you prepared, Mr. Hooper, 
) 20 || shaving deliveries of ertificieal silk fabrics by 
Canadien mills. Does this include mixtures? A. No, 
Q. Pure rayon? A. All artificiel silk, 
@. And there is no mistures in this at all? 
A. WNo. 
= Q. You show forthe siz months, Jenuery to June, 


1935, deliveries of 15,668,572 yards. A. Yes. 
Q. And for the seme period in 1936 the ficure 
is 16,065,196 yerds? _&, Yes. 
q. I compute thet that is just approx imately 
24 per cent increase in 1936 ov er 19357 would thet be 


> 30 


about right? A, Yes, about right. 
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Q. Is it not true to sey that there is more 
demand for febries generplly now in 1956 than in 
19S5Pex Business is better, isn't it? A, TI have 
heerd 80, 

@. And is not this the fact, Mr Hooper, thet 
there has been a loss in the silk goods and fine 
cotton goods, and cotton snd reyon mixtures by reason 
of a switeh to rayons? A, Thet is right. 

@. During the lest year? &£. Ido not know 
when it happened. 

MR, McRUER: He is putting it to you, Mr, Hooper, 
thet it heppened during the lest yeer,. 

BY MR. KELLOCK: Q. Isay, including last year. 
& Ido not know when, 

Q. Has there not been a progressive switch from 
silk and fine cottons and mixtures? — 4&4, You cen 
put it the other way, ond say there has been e bigger 
demand for artificiel silk febrics, 

Q. Hes not that been et the expehse of silk, 
fine cottons and mixtures? A. Yes. We 
mey heve reached the saturation point. 

BY THE COMMISSION ER: Q. How long would you 
sey thet has been going on? A. 1925, 1924, 
1925, whenever they sterted mak ing rayon. 

BY. MR. KELLOCK: Q. And it hes continued in 
ore recent deys, hasn't it, right down to 1936? 

- The demand for rayon has ine reased, 

Q. And is increasing egainst the denen for 
these other fabrics? A i do mt know whether 
t is inereasing. It looks es if we hed reached the 
aturation point in 1936, 

Q. Thet is what I em pointing out. This 
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bxhibit shows that the Cenedien mills were only able 
to sell 2 per cent more in 1926 es ageinst 1935, 
A. Yes. 

Q. In thet period, and I em eskine you if at 
the same time the business of the Cenedien mills in 
silk and fine cotton goods has been going down, 

A. Ido not know, 

Q. You do not know thet. Well, all right, 
you cennot help me on thet, 

Now, Mr, Hooper, you put in Exhibit 848. That 
wes a Departmentel Letter dated April 14, 1932, pro- 
viding for a besis of valuation of cotton febrices 
coming in from the United States? A, Yes. 

Q. And did the same Situation which called 
forth Exhibit 827, you remember thea t? 

THE COMMISSIONER: “hat is the t? 

MR. KELLOCK: Exhibit 627 was a Departmental 
letter of April 7, 1942, releting vO special ve lua 
tion of cotton grey goods. Exhibit 848 reletes to 
woven cotton febries from dyed yerns, 

THE “ITNESS: . Yes. 

BY MR. KELLOCK: Q- Well, did the same circun- 
stances or situation which celled forth Exhibit 827 
call forth Exhibit 848 ? &, Yes, 

MR. MeRUER: What is. it you ere referring to? 

» went to follow. You sey the same situation. 

MR. KELLOCK: Cire unstanees, 

THE COMMISSIONER: Whet ere they? 

MR. KELLOCK: Thet the Ame rieen mills at that 
time were seliing these goods below the sost of pro- 
luc tion, 


THs CQMMISSIONER:  Thet was in that first letter, 


ie 


ose {ino oem altima sei baad ott test wodg, 324 dx 
: at beet. featons ee 8 asel ab ban tao0 t9¢ S.tiee | 


tes <b BOY sabia me I Sis prey itll ah re a j 
ah ere gakh saa’. est to peal aud alt omit omee out : 
as a5 antes aged aed sbooa aogteo enti. hie, alte 
§ Lee he wong. fos Ob t_ “A 
1m, iis ,ffoW .tedt wood, tom, 0b 0K. Bo | 
: -tsdt oo om. qied ecahiet 
$ ast 888 ¢ididx® af tug soy _teqooH, tM , wok. ‘| 
“org SRL @i fitqA. betes tet te istaemisde" s oar 
“ goixdet sot too To moltssLer 20 eiesd a,t02 paably 
kot A | Teogsts betial ott ott ab amt 
belles Sotde sottestie oma oft Db Pak, BP ene 
80 edt todas, BOY, 4 TEE, 3d beet sit 
"$9 add wl goatll ‘{AaMOTELDMOY, ABT | 


H 


ie ed 
* 


" Lotaont'se qe © oan My sididxa fa OO 20a oi . 
‘ae om ine: Lateeg 08 galt sien 8SEL 4% L2tGh 20, ate 
a Be? ater oa6, tid ides -aboos, Yots natsoo Te wont 
serisy boyd mort aolwst, nos tou Bevo ® | 
phe eee ceed y , _seel, $28L YIN, SBT we A 
~asorto emse ails bLb Lief io Bis (1 BOO, op A, ee | 
| _¥s8 fhdbax ‘ssTOT bolls. fot dw. pottentia, 3, soonest 
= Se vel gt sad hs + 888. tididxi Ad 10%), 
te aairieter gts HO% ai al edhe Proce: oo | | 
smok# suti 2 omea oft, you sot | _weLfot.9t. tosw 1 
| _ aoomatesnott® il iM 
ee ” eyed ois teat. .sRIMOL ee TO aT 
Paes wy ts ett. on 9 bea ont tT | AEE sit 


ii 
i 
| 


. yw 7 
\ ba ig? 
eae ae 

aie a ver 


2 i aie Oe 6 le a? aon t 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


a = CANADA 


12256 | Hooper 

BY MR. KELLOCK: Q. Your answer is, Mr 
Hooper, yes, the same situation? A. ‘Yes, 

BY MR, MeRUER: Q. The Amerieen mills were 
selling below the gost of production? A. “Yés. 

BY MR. KELLOCK: Q@. Do you also know thet whille 
the Americen mills were doing thet they were sufferi 
very heavy losses? A. Yes. 

G- And then, Mr. Hooper, Exhibit 848 was cen- 
celled in February 1934? h. Yes. 

@. Wes thet by reason of the fect that the 
fmericans had br ought their selling prices up? 

A. Thet is right. 

&. More to nomel? A. Up toe point 
ebove the values provided for. 

Q. Yes, Now in Exhibit 857 you give e compere 
tive statement with relation to cot ton hosiery yarns 
60's, as between English quotetions and Cenedian 
prices, and I just want to esk you this ebout that 
situation. Is it not true thet transportation chareds 
on English eoods of this type to some points in 
Canede, Vancouver for imtance, are less then the 
trensportetion charges which the Cenedien mill hes 
to pey to the sem point? 

| THE COMMISSIONER: Where is your sterting point 

MR. KELLOCK: England. 

BY MR. KELLOCK: Q. Theat is right, Mr. Hooper, 
is it? A, Thet is right, 

THE COMMISSIONER: I em not surprised about 
Vancouver, but Mr, Hallam told us in Toronto end it 
did surprise me when he seid thet the trer por tatio 
cherges on ¢ chia! prime nt of en equel quantity of goo 
from Menchester to Winnipeg were less then the 
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transportation charges on the seme article from 
Toronto to Winnipeg. 

MR. HALLAM: That was my inform tion on knitted 


(THE WITNESS: That surprised me too, 


on 


goods. Does Mr. Hooper know enything sa bout that? | 


MR. McRUIR: I have to find out about thet. 

It is en importent question as to the ¢atrol of the 
markets | 

THO COMMISSIONSR: Vaneouver i's all weter, 

Mi. KELLOCK: It would be #11 weter in the 

f iy cese of English shipments. 
“THE COMMISSIONER? “You ere telking of English 
shipments. 

‘THY WITNESS: Shipment by rail, not shipment 
by boat, 

15 MR. McRUER: Censdien shipments mey go to 
Vancouver by water, 

MR. KELLOCK: In eny event Mr. Hooper says the 
English is less, 

TH: WITNESS: By rail. 

ry x THE COMMISSIONER: From where in Camda by rail? 

THE WITNESS: Montreal. 

BY MR. KELLOGK: Q. Are there any. sppreciable 
quentities of shipments from Montreel to Varouver 
going by water? &. Yes, I think go. 

Q. , Do you know how the rate compares with the 

25 


rate by reil? . A. Oh, it is less. 

-Q. Do you know how it compsres with the English 
rete “from Menche ster to Vencouver? & I believ 
it is less, 

THE COMMISSIONYR: Once you get on the water 
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difference. Thet is a fact, 

THE WITNESS: Is there eny hosiery yarn going 
to Vancouver? 

ME. KELLOCK: I eannot tell you, Mr. Hooper, 
offhand. | | , 

MR. HALLAM: I do not know, 

‘BY MR. KELLOCK: Q@.- You ere not limiting your 
answer to hosiery yarns, Mr, Hooper. A. I dia 
not know you brought this Exhibit out. I thought 
maybe you were -« 

BY MR. KELLOCK ?@, If there is eny misunders tending 
I will ask you the same question with regerd to eny 
febrie, 4. Yes, that would be the case. 

Q. With reference to Exhibit 858, which is 
& Statement with on to cotton werp yarn, 2/24's, 
the rete which prevailed prior to September x7, 

1950, was epperently 15 p@ cent ad valorem. Is thet 
right? A Yes. 

Q. My friend compared thet with the rate which 
prevails todey as from Mey 2, 1986. Is thet right? 
Ae Yes. | 

Q. Now take June 3, 1930, which is the- first 
item on the Exhibit. The British preferentiel tariff 
in dollers was $4.56 per hundred painds. Thet is 
r igh t? A. Yes. 

8. Thet is at 15 per cent. Now on May 5, 1926, 
the duty wes $3,61 per hundred pounds. Is thst 
right? Ae Yes. 

Q. The rate was still 15 per cent, but the 
duty in ecents per pound was nice in June 1930 than 


it was in Mey 1936, notwithstanding thet the rate 


|of duty was the seme, A. Thet is richt, 
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Be All right. Now sould you look at gxhibit 


Patera 8 CAISSON MEE 


860, whish relates to grey go ds ag dese ri bed there, 


| end just tell His Lordship whether or not the ci tet 


it will not be the same aodmnee the rates are , dite 
ferent, 12h end 175 per cent -- A. 15 per 


cent now. 


| 1960, was 124 per eent ad valorem, British preferene 
ey Yes, | 
» | 10 . @. | And thet geve a protection in cents per 
| wba of vl,95. Is thet right? 4. Right. 
i Q. On Mey 5, 1936, elthough the rate went up 
| to 15 per cent, the protection in Gent s per pound 
was $1.90, or less than in 1980, June 3. 
15 | by ) eents less. ; 
f | Qe “Exhibit 861 Seems to show a pint lax situa- 
j Lee | ) 
7 BY THE COMMISSIONER: Q. Was it because of 


ane decline in the dollar? Ae _No, because 


Jane o, 1950, the price was 3 pounds, 4 shillings. 
Q. Ana the duty wes 124 pere cit in 1920? 

A. On 5 pounds 4 shillings, The price on ley 5, 
1956, was a pounds 12 shillings, with a duty of 
15 per ‘cent, end the British pre ferent ial duty 

de amounted to $1.90 in dollers and cents. 

| BY MR be KELLOCK: Q And the price of raw 

cot ton had gone down to 6445 per pound, A. Thet 

is right. : 
Q. How wii} you Leek as Exhibit 861, which 


ge sc mye grey goods es described there? The 


> 30 


tion was not just exactly the Some . Let me see, 
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a rm yes, The rate which preveiled on June a 
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| or the lower price of grey goods, my lord, On 
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rete on June ©, 1920, wes 12: per cent ad veloren 


British preference, and the duty in cents pa pound 
wes $2,01 per hundred. On Mey'5, 1936, the rete was 
higher, but the duty in cents p@ pound wes only 


5 $1.59 per huni red, A. $1.59. 
Q. Cri1i.59 cents to the pound? A. To 
the yard. 


MR. KELLOCK: It is yards in thet case? 
A. Yes. 


Pah Net A AAUP RR CTE I AER IN ee RAP 
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Q. Will you look at Exhibit 87%, Mr, Hooper? 
 ) " You show there, in the second line from the top of 
the pezge, Jenuary 15, 1951, and fust before thet 
there wes a tariff chenge on Sept ember 17, 1930, 

when the rates were inereased from 274 per cent to 

35 per cent ad valorem, and 30 cents « pand specific. 
15 ‘Now you show en increase of 310 per cent. How do 
you figure thet 310 per cent? Perhaps your note | 
| 
on $110". 4. The duty prior to September 17, 
1950, amounted to $29.49. After September 17, 1950, 
» 20 || the duty would be 274 per cent on $110. 

Q. After the 17th of Sep tember? & S35 per 
cent after September 17, 1930, which would be $38.50, 
plus 82.50. Then you subtrect 29.49 from that » end 
divide the resulting figure by 29.49, 
ae Q.- When you sey an increase of 510 per cent 
that is on a basis of ae price of $210? A, Yes. 
If you took it on a lower price it would be still 
higher, would it not? . 

} THE COMMISSIONER: On my Exhibit it seys "310 
per cent on $110," _ 


> 30 


: 
| 
| 
expleins that. You say "“inereese of Z10 per cent 
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fa Yes, 
BY MR, KELLOCK: @. And the point I wanted to 
pome to, Mr, Hooper, is this The price as e matter 
ol fact on Jenuary 15, 1931, which is the first date 
\ you show after Septenber 17, 1930, was $110. But 
it dropped to $85, A. Yes, but you would not 
Went me to use $85 es the besis, 
Q. Yes, I think you shoulda. A. All right 
e shall do that, 
Q. If you teke $110 you ere taking a hypo- 


Khetical case, eren't you? 


THE COMMISSIONER: See the confusion that would 


vee if you teke the ectuel price. You would then 
heve to teke the selling price of $70 for February 17, 
lees end $120 for Weoruery 1, 1934, and go on, 
MR. KELLOCK: My point is simply this. If you 
15 teke @ hypothetical selling price of $110 you sre 


qpt dealing with the eetusl situstion et all, 


"THE COMMISSIONER: Then you might sey that you 
wist not take $85 any more than $110, end thet leter 
bn you must take $121. 

26 MR. KELLOCK: My submission is thet you must teke 
the actual selling price every time if you are we Ne 
to find out whet the ectuel protection is, 

THE COMMISSIONER: On $110 the increese is 310 per 
List aeeurel ng to this Exhibit. On $85 it woulda be 

95 (pO much more, end on $120 it would be so much less. 
pe is the use of it all? | 

“MR, KELLOCK: My only point is this, If he 
head put the absolute increase es 210 per cent. that 
ould be wrong. It is $10 per cent on $110. If it 


a is $85 the lig tna is more. 
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| ThE WITNESS: It is over 370 per cent. 
MR. KELLOCK: In other words, my lord, my point 
is simply this, end we will come to it in ergument, 
' thet percentage is only something in the air. 
THE COMMISSIONER: Hold on now. You cen argue 
enything you like when the: time comes, but to say 
thet pereentege is only something in the eir , then 
~ our customs teriff must be g omething in the air becaus 
it is ell dome by percenteges. I cannot conceive of 
@ teriff which will’sey that the higher the price the 
] 10 less the rate of duty is going to be, 

‘MR. KELLOCK: I em not» sreuinge for that at «ll. 

THE COMMISSIONER: No, but you sey it is all in 
the eir, 

MR. KELLOCK:°Ioem only seying thet if you went 
15 to find out what the protection is on eny specific 
date you @en only findout by taking the fects es they 
exist on that date... Thet.is argument and we will 
come to it, : arr ia ae , 
| BY MR. KFLLOCK: _@.. Now I come .to Exhibit 
878, which was Departmental Bulletin dated June 7, 
1962, and which referred to wool, jersey cloth end 
sotion stockinette.Do you recall thet? A. Yes. 

§.. 2 suppose thet the same situation thet 
.Gellead forth thet wes the same situation thet you 
have just described in connection with Exhibit 627 
ad end other, Exhibits, thet Amrican mills were selling 

et that tim below the cost, of production? 4, No. 
;, Q-.. Well, what wes it? .. 4», The price 
Bt. whieh the goods were coming in wes injuriosly 
effecting Canadien interests, That would be the 
|. only besis on which valuations under Section 43. 
eould be madeéy . 
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| Qe Whet wes the saath Ge that 827 operated 
ander? | A. section 66 subsection 2, 

Q. So thet particular Exhibit had nothing to 
do with the foreign selling cost? A, No, just 
the’ cost or production in Cenada, 

Q@- Are cotton crepes made in Cen eda? 

A. The deper tment hes ruled that cotton crepes are 
not of a cless or kind made in Cenade, 
Q@. You put in Exhibit 865 showing anentis tenis from 
Jepen in 1936? &. Yes, 

r 10 Q@. For september, and I see you ine lade there 
some cotton crepes. The department heaving ruled 
het cotton erepes are not of &@ ¢class or kind made 
in Caneda, where do we get cot ton erepes from besides 
Jepen and Greet Britein? 4. I have never seen 

15 |p cotta erepe imported from anywhere but from Jepean. 


@- I see, all right. Now yesterdey, Mr. Hooper 


nh connection with Iixhibit 804 end the question as 


o whether or not eotton yarns 40's and finer were all 
futiable, or whether there wes quite « bit which 

as in under the duty free items, you recall that 

| statement was put in whieh showed the duty free 
NES he Yes. 

Q. And then there was some question reised as 
be whether er 40st yerns 40's and finer -= my friend 
reised the question -~ were mede in Canada and to 
r er extent? Ae Yes. 

‘Q. I have head prepared, my lord, a gs tetement 
vhi¢h shows thet situetion in 1955, dealing with 
ls eomeny only, Montreel Cottons Limited. 

MR. MeRUER: Is there anyone who could informus 


> ‘ bbout this? You are putting in stetements through 
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12264 Hooper 
Mr. Hooper, end I cennot crossexamine Mr. Hooper 
because he does not know enythineg about it. 

MR. cELLOGK: Thet is quite go. Bo you object? 

MR. MeRUER: I do not .objeect to your bringing 
statements forward. | 

| THE COMMISSIONER: The question is whether this 
is the best time and the proper place to put them in. 

MR, KELLOCK: Exhibit 804, my lord, is the 
history -« 

THE COMMISSIONER: Whet are you referring to? 

MR. KELLOCK: Yarns 40's and finer. An Exhibit 
put in yesterday showed imports of about three million 
pounds, 

THE COMMISSIONER: Whet Exhibit wes thet, do you 
remember? 

MR. KELLOCK: Part of Exhibit 804, and I should 
like this to be added to Exhibit 804. It shows the 
domestic production of one company, Montreal Cottons 
Limited, of yarns 40's end finer in 1965, am for ten 
months of 1936. 

THE COMMISSIONER: A totel prodluetion of 940,000 
pounds in 1935 and 328,000 pounds for ten months in 
1966, es against wht? 

MR. KELLOCK: This is only to show, my lord, thet 
these yerns, 40's end finer, are mede in Cenade and 

ere mede in Canada to e consi derable extent. These 
re only figures of one company that I have been able 
to get. 

Tia COMMISSIONER: We will put this in as your 
Exhibit, with a reference to Exhibit 804. It will be 
Exhibit 899, , , 
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EXHIBIT 899: Montreal cottens Liuited, 
‘ production of cotton yarn 
40's and finer. 
uR, McRUER: I do not know what the value of 
Exhibit 899 is in the way it is put in by my friend. 
I was just speaking to coufisel for Montreal Cottons, 
and he @oes not seem to know mueh about it yet. 
‘ THRE COMMISSICNER: I suppose somebody is going 
2 1 to conie and vouch for it. You see, Mr. Kellock, you 
, put into tet Modder? a Cinder Geuetatae thet ne cannot 
know anything about, a statement of the total pro- 
duction of Montréal Cottons. iho is going to be 
able eb’ @ay that this is a proper statement? 
3 MR. McRUPR: But the point T make is this: 
sia heed Cottons make tone yarns for themselves, 
To what extent they nell them I do not know. The 
reason I -am particular about it is that because 
. n application was made to the Teriff Board in 1927 
‘to have yarns 40's and finer made dutiable. That was 
all threshed out and I have read the record. I 


think Mr. Nash can voueh for this for he gave evidence 


on behalf of the companies at that time. The applica 


"hi ‘tion was disallowed by the Tariff Board and then Mr. 
Whitehead said, “after we did not get the duty on 
these yarns, we stopped making tiem." That is the 

’ sonnet i am a little particular about the statement 

30 oeing put forward in this way. 


THE COMMISSIONER: When was that application? 


MR. MeRUER: In 1927, and the application was 
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meade by Wabeasso Cotton Company for e duty on yarns 


40's or finery Theat epplicetion was refused with 
the exception thet 40's were medendutieble, but yarn 
finer than 40's were not meade du tiable, sand Mr. 
Whitehead said, "We stopped meking them after that." 

MR. KELLOCK: re you aure of that? 

MR. MeRUER: Yes, I am very sure it is my 
recolleetion of it, 

MR. KELLOCK: I do mt dobt thets 

MR. MeRUER: And he left the impression that 
it wes beesuse he aid not get the duty thet they 
stopped meking § them for sele. I think they make 
some for themselves, 

THE COMMISSION®:R: Cen you tell me what reasons 
were given for not erenting the duty? 

MR. McRUER: I do not think the board gave eny | 
reesons for their judgment. They just heard e11 the 
representations that were meade, end the emount thet 
was invested in the making end spinning of these 
yerns, and soon. I think the reason is because it 
. lites is raw material, andi that there was not emough of 
thet cloth msde in Ceneda thet would justify the duty. 

THE COMMISSIONER: Is the pesition today that 
Montreal Cottong Company want ea duty now on these 
yarns, want the question reopened? 

MR. AELLOCK:. I do not think anyone is raising 
. thet, . 

THE COMMISSIONER: -You are reising it, or why 
do you put this in. 

ME. KELLOCK:  Beesuse yesterday when deeling 
With Exhibit 804 my triendg suggested that yerns 40'g 


30 end finer were not mede in Cenede, and I em putting 
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this in to show that there is one company thatis 
making then in Canada today. 

THE COMMISSIONER: ‘Then you hed better get 
Someone to come along on behsif of the company end 
be examined on it, | 

MR. KELLOCK: Very well, 

THE COMMISSIONER: W411 you do that? 

MR. KELLOCK: Yes, uy lord, 

THE COMMISSIONER: ‘Then I will put itin in 
the meantime, 
> 10 MR. McRUER: TI think my statement wag more 
in the neture of » question than a Stateme nt, 

ME. KELLOCK: T accept thet, 

MR. MeRUER: I think I seid, they are not 
mede in Canada, are the y? I do recollect Mr, 
15 || Whitehead leaving the impression on us that they hed 
Siven up making these beceuse they hed not Zot the 
duty. I mey heave taken him up wrong, 

MR. KELLOCK: [I only went to say thet once or 
twice when I was addressing a question to Mr. Hooper 
Your Lordship seemed to think that I hed triea to 
s z cast reflections on Mr, Hooper. That was furthest 
from my thought. I Jast wented to set ell the 
facts before Your Lordship, Theat is all, thank you. 

BY MR. MeRUER: @- Mr. Hooper has prepared a 
rather comnorehensive statement of the sections of 
45 the Customs Act appliceble to valustions for du ty 


end of the Customs Tarirr Act, and set them out in 


& form here which I think would be very useful, my 
lord, if we May file this as en Exhibit. I do not 
think we need to exemine Mr. Hooper on ite 


> 30 


THE COMMISSIONER: Wheat is it? 
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MR. McRUER: It is a synopsis of the Customs 
Act and the Customs Tariff Act in respect to valua- 
_ tion for duty. 
THE COMMISSIONER: It will be Exhibit 900. 
5 EXHIBIT 900: Synopsis of Canadian Customs Act 
(respecting value for duty) and 


section 6 of the Customs Tariff 
Act (dumping duty). 


BY MR. MeRUER: Q. ‘There is just one question, 

Mre Hooper, in regard to these fabrics that were put 

foward oy the companies as the fabrics that competed 

with Japapese £7" taffeta that has been imported. 

You said you had made an examination of their cost 

sheets and you determined that on these fabrics the 

companies do net charge a higher spread for manufac- 
turing cost and profit than they normally charge on 
other fabrics. ‘fhat is dorrect? Ae® The cost 
sheet did not show that, but they weré selling above 
their estimated selling price. 

Qo. They had a cost sheet that showed their cost 

i 2 20 of manufacture and their normal expectancy of profit? 
Ae. Yes. | : 

ue And their prices that they were charging on 
these fabrics were higher than that price arrived at 
on the: cest sheet? A... That is correct. 

25 At the present time it is not true in all eases, but 
in some cases on none particular fabrics such as the 
whice's and pastel shades the estimated selling 
cost is less than the edtithe yrive 17 cents a yard. 
ee ds on sone it is less by 17 cents a year; but 

?) 30 on others? | A. It is just under 17 cents. 


Q- As I understood it we had evidence from 
the buyers, from the department stores, with respect 
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y to the quality of Cenedien goods end the quality of 
the Japanese goods, and your suggestion was thet while 
@ buyer might be willing to pey 2 cents more for the 
better fabric he might buy the cheaper febric if he 
had to.pay 4 cents. more for the better fabric, 

A. Yes. 


&-. Then you elso suggested that these Jepanese 

febrics were not used in the United States for 

eoftin linings, 4re the fabrics now imported from 

Japen being used? 4. That is my understending, 

a 10 that some fabrics being imported sare being used for 
cotfin linings. . 

&.. Now in regard to the valuation for duty. 
or the collection of duties on goods shipped in on 
Consignment, if the importer from a foreign c ountry 
15 imports goods on consignment, snd sells to a buyer 
in Cenede at Jess than the price waild be hed the 
buyer imported Wiest from the foreign ¢eantry and 
paid the duties, you may then essess the goods for 
dumping duty? 4, After obtaining en order from 
the Mynis ter, 

Q.. Arter obiaining en order from the Minister? 
A. Yes. 

Q@-. Now has it not been your experience that 
the Cenadien Manufacturers wateh very closely th rough 
the organizations thet they heve the importation of 
25 ligoods end the price that they ere selling at? 

« Yes, | | 

@, And is it not a fact, Mr. Hooper, thet from 
time to time they take up with ‘the Depertment such 
uestions as the prices that imported goods ere selling 


tend where they are coming from, am whether they 
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are being sold on wnsignment? Ae Yes; sir. 

TSE COMMISSIONER: The fact remeins thet I still 
want to know more about that. 

MR, McHKUPR: Oh yes, my lord. 

BY MR. BALLANTYNE:  @. In amwer to Mr. McRuer 
Mr. Hooper, you said thet there were some Canadien 
reyon febrics which hed been selling ate price 
greater than their estimeted cost ineludine profit, 
end thet these were the fabrics which were getting 
Japenese competition? 4, Thet is one of the 
febrics. ! | 

@. Thet is one of the febrics? A. I went 
further then thet in my s tatemnt. Mr. sellock wanted 
to know why, if the selling price of febrics was 
lower in Ceneda than in the United Stetes, and the 
duties higher in Caneda then in the United States, 
why importetions were coming in from Jepsen into 
Ceneda, and the question you esk was one exemple 
L gave. The other was thet if similer febries com- 


ing in from Japen were selling in Cenade on the same 


tAhord. 3 < pe 


besis as these febrics were selling at lower prices 
then those obteining in the United Stetes, there may 
not be many importetions. 

@. Are these Cenadian febries which ere selling 
at lower prices than in the United States, are they 
selling at a price which shows a profit or are th ey 
selling at less then their estimated selling prise? 
4, They are selling et less than their estimated 
selling price, 

Q@. And therefore if on these lines which sre 
meeting Japanese competition, it they reduced their 
present selling price, which you say is high now -=< 
A. Yes. 
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Q. -~ to e point where they would sell at the 
Same price as the Jepanese soods coming in, how 
would the Cenadiei manufacturer make out on his es- 
timated cost? A. About the same way as 
on the other fabrics, I suppose, 

Qa. At a loss? Ae What eppears to be a loss 


from their estimeted cost sheet, 


~~ The Comaission edjourned at 5 pele to resume 


at 10.50 a.m. Thursdey, November 12, 1936. 
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Ottewa, Ontario, 
Thursday, November 12,1956. 
-- The Commission resumed at 10:50 A.M. 


5 | ERNEST d. HOWSON, sworn. 
EXAMINED BY MR. MeRUER, 
@. Mr. Howson, you are a chartered accountant? 
Ae Yes, sir. 
Q. A member of the firm of Thorne,Mulholland, 
9 19 Howson and MacPherson, chartered accountants of Toronto]? 
A. Yes, ated: 

Q@. And you have been employed by the Commission 
to make certain imestigations in a professional capa- 
eity in regard to tae textile industry ? A. I have, 
yea iter 

@. And you eaused a questionnaire to be sent 
out to the different companies that were ered in 
the textile industry in the Dominion of Canada ? 

4 » |e I did, yes. 

@. And the companies made up their answers to 
the questionnaire themselves, did they not ? Ae Yes, 
and sent them in to me. 

@, Sent them in to you , yes, and your evidence 
25 will be based, I take it, lergely on the answers to 

the questionnaires that were made by the companies them- 

selves ? A. That is. correct. 
@,. In certain instances you heave had to make 
some further investigation, further inquiries, but you 


* 30 || information all comes directly from the companies ? 


A. Yes, we have to get further information, further 
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= “detailed Leariigynecanyngaane Which we got from the companies 


30 


in the same y wey as we got ‘the original infomation in 
the questionnaire, | 
, Qa] Now, I do not want it this morning, but batoing 
we are ‘through I proeie iike a list of the companies to | 
whom you sent the questi onnai re and also a list of the 


 etepiond 6s that replied with any informetion that we ha 


| 
in respect to companies that did not repsy to the b nee 
ViaeRA LES 7 =i I have such a list ready, 
Qe well, we will have that put in dater. The 
valent company I propose to deal with is Courtaulds 


Canada ,Limi ted. a show you a file, Mr. Horson, Is 
this tle file that constituted th e reply to the questio 
naire that was sent to Courtaulds ? A, Yes, 
sir, | r | 

OS oy will have this marked as an exhibit. 

BY THE COMMISS SICNER: Q@- Courtaulds question- 
naire, is that right ? ) Ai And. supporting state- 
mente. | 

MR. McRUER: ‘Tt is the answers te the question- 
naire, really. 

THE COMMISSIONER: § Just a minute, this is 
Exhibit 901. 


SXHIBIT No. 901: Quéstionnai re referring to 
Courtaulds Canada, Limited. 


BY. MR. McRUER: @. Now, the Courtaula Company 
was incorporated at what date, Mr. Howson ? A. 


ugust 22, 1928. Theat was subsequent to the operation 


of a branch of Courtaulds, London,ingland, which had 


een Ooerating from Mey,1924, and the questionnaire 


covers the operatioms of the two businesses. 
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%. Yes; what was the capital structure of the 


‘fompany as originally incorporated ? A. That is 


fhe incorporated company ? 


2. Yes ? Ae 25,000 - 6 per cent 
mon-cumulative preferred shares, ($100. each, and 


(65,000 Common shares of $100. each making a total of 


&. Now, of that how much was issued for goodwill 


2,448 ,915.50. 


, Then, there was a recasting of the capital 


| 

i 

i 

i 

| 

H 

‘6,000,006. par value, | 
"| 

| 

| 

a | 
i 
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structure later on ? A. There was a further 


issue of preferred shares in May, 1931, 7,500 at par, 


and another $750,000. 
Q» Yes ? Ae Then, on December 2, 1933, the 


1S |; company took out supplementary letters patent and 


changed the capital structure from preferred and common 
par shares to Glass A and Class B shares with $100. 


| par for each share. 
4» Was any new capital introduced at tht time ? 
® alee || No. 
@. So that ~-- A, No, not at thet time. 
we Kas there later eny new capital introduced ? 


Ae Yes, in 1954, in July there were 7,500 Class A shere 


sold for $750,000. end 5,000 Class B shares sold for 


25 
$500,000. issued at par. 


xe So that the total capital outstanding at the 
present time is shown to be how much ? 


A. $8,000,000. 
we $8,000,000.; does that include the 


$2,448,915.50 that was issued for goodwill ? aA, Yes. 
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THE COMMISSIONER: How much for goodwill ? 

MR. MCRUER: $2,448,915.50. Now, can ant re 
me the profits made by the company prior to the inecor- 
poration -- by the branch prior to’ the incorporation - 
oh, by the way, before I tuke thet, Mr. Howson; all of 
the shares are owned by the parent company, Courtaulas 
of England ? “A. With the exception of the qualify- 
ine shares, 

&. With the exception of the qualifying shares; 
9 a just want to get the record complete , 

BY THE COMMISSIONER: Q.° That isthe directors? 
qualifying shares @° == A, Yes, sir. The profits 
for the branch in 1926 were $445,095.06 ana in 1927, 
re $959,989.40 out of which was paid Income Tax of 
$137 ,344.85 leaving a figure of $802,644.55 for that 
year, | ve 
BY MR. MeRUER: | 
‘Q. For that year or for the two years ? A. For 
that year, 
9 Q. Is that 1926 ? A. 1927; it is 
$443,095. for 1926. 
ie Four hundred and how much ? Ae 
443,095.06, and $802,644.55 for 1927 after Income 
Pax. 
5 @. Then, I just want to set the total of that. 
MR. DIXON: then, there is another eight months. 
BY MR. MCRUER: Q. Then, there is another eight 
fonths, that is quite right, before the incorporated 
pompany started to operate ? Aue Net profit on 
) 30 pales, $595,549.14 and Income Tax $136,326.10 off that, 


yes, that is right, leaving a net amount of $459,023.04. 
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Q.- How much ?. A. $459,023.04. 
»> coQs .That formed part of the cash investment when 
the company operated -- started to operate; those pro- 


fits were left here and for them stock issued in the n 


12 4 


company. ? . Ae Yes, These profits stood at the 
credit of Courtoulds Limited at the time the branch was 
closed and the business transferred ito the new companie 
and stock was issued to the Courtauld Company for this 
and the cash that was subsequently put in. 
c) 10 Q. That is right; all I am getting at is just 
distinguishing the amount of capital that came in from 
Englend from the amount of capital thet was erecated by 
the operations of the branch here and ceme from thet 
source.. The total them at the eredit of the braneh her 
when the company started to operate, as Mr, Davidson 
gives it to me is $1,704,762.65 ? AM. Yes, 
that would be correct. 

«x. All right then, that gets us started with th 
° - corporation, the Canadian corporation. None of the 
shares are preferred shares, or is there any prefer- 
ence between the classes of shares now ? Ae I hev 
not seen the charter but in the company’s stotement 
they epparently make no distinction between the divi- 


dends, theycall them ail Common dividends. 


25 
MRe DIZGR: There is only a preference on re- 
payment of capital, no preference in the dividends. 
That is the only difference between the two classes. 
BY MRe MeRUER: Q. At the present time they are 
> 30 all owned by the same company and. it won't make much 


difference; I suppose ? A. Nos 
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Q. They can settle that themselves. The total 
sales of Courtaulds Limited from 1926 to the end of 
the fiseal year 1955 have amounted to how much ? 

A... $34,891,028.86. 

5 & And on that they have made a gross profit of 
how much ? &. A gross profit before depreciation 
of $11,756,557.50, a rate of 33.69 per cent of sales. 

Q- And the .net profit after depreciation ? 

A. The net profit after depreciation ? 
» Ag Qe Or before depreciation , rather ? Ae 
$10,561,997,.87, making a percentage of 30.27 of sales. 

Q,. Now, in that ten year period how much have the 
cherged to depreciation ? ike $4,555,552.09. 

a And the percentage of sales ? As13,05. 

qe And thir totel gross profit after depreciation? 
A. $7,203,205.41, 20.64 per cent. 

Q, Their net profit after depreciation ? 

Ae $6,008,645,78, that is 17.22 per cent. 

s- Now, in addition te the depreciation of 
$4,553,352.09 what have they charged to operations for 
repairs to buildings, machirery and so on ? 

Ae $1,183,198.55, that is 5.20 per cent of the sales 

MP. DIXON: Shouldn't that be $1,813 -- 

5 BY MR. McRUER: Q. $1,183,000. A. I though 
that looked wrong, yes, $1,813,000., thet is right. 

Ye $1,815,000, I see, there is a figure transpos 
there ? Ae Yes, I just got this this morning fr 
the stenographer and had not time to check then. 

> 30 2. Yes, the eight and the one ere bronanceat: but 
the 5.20 per cent will ve right. | A. 5,20 is 


correct, yes. 
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Q. Now, in thet time they have paid in total 
mill wages how much ?_ A. $8,924,831.92.. | 
ins Q. ana the percentage of sales ? A. 25.6 per 
cent. 


Qe 25.6; now, the total net profit before de- 
preciation appears to be 350.27 per cent as against 
25.6 per cent paid in mill wages ? A. That is 
what this statement shows. : 

“Qe And that total net profit is arrived at after 
» oy this payment of $1,813,198.55 for repairs to buildings 
and machinery and so on -< A. Yes. 

Q@. That is charged to that ? As Yes. 

ae Now, this was a new mill, we are told, commence 


in the year 1924, I think, just prior to this ten-year 


i period. Have you anything that would give us any in- 
formation as to in what years these repairs to building 
and machinery were charged to operations ? A. Yes, 

Qe Can you give us th: figures by years ? 
> ne “Do you want starting with 1926 ? 
Q. Yes ? Ae 1926, $83,155.97; 1927, 
$100,752.56. 
G. $100,000 ? A. $100,752.56. 
Q. Yes 7? A. 1928 was the year in which the 


25 ||new company -- it is divided -- $141,819.10. 
2. Just e moment; $141,819.10; well, I just was 
a little misleading in a statement of mine. TI said 
this was the néw mill starting operations in 1924 and 
it really started in 1926 ? A. In 1924 9 
> 30 Q. 1926 is right 7? A. I am just giving 


you the figures from 1926. 
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&. Yes, for the ten-year period ? Ae 1929, 


$133,857.67; 1930, 174,581.62; 1931, $212,215.90. 

Qe - $212,000. ? A. Yes; 1932, $205,995.48; 
1935, $225,313.98; 1934, $229,394.54; 1935, 
$508,113.75. 

%» Then, the depreciation amounting to -- 

« $4,000,000. 

Q- $4,555,352. bears what relation to the total 
apital invested in plant and machinery ? Can you give 
) 10 e the figure of total capital invested in plant end 
| chinery ? 5 4. I) will have to give it to you -4n two 
ections. The investment by the branch, land $20 ,000., 
uildings, 51,463,535.08. 

we Just a moment now till I get myself straight 


15 
ere; land $20,000. and buildings -~ a. $1,463 ,535.08 


Qe Yes ? A. Machinery and equipment 
2,494,662.76. 

ae Yes ? A. Tha is a total investment of 
3,978,197.84. 
» i «we Thet is by the branch ? A. That is by the 
ranch; additional investment made by the new company 
n buildings and machinery $5,702,810,06. The de- 
reciation set up by the braneh was $1,192,922.00. 
oe ‘ell, the total of the two would be $4,553,352. 

- Ge Hell then,. the total cash i>vested in plant and 
chinery amounts to in round figures $9,600,000. -~- 
9,600,0007 A.- Yes, $9,661,006., and the deprecia- 
ion charged to operations -- this is over the whole 


30 period, you ses, not the ten-year period.- 


Sr 


Q. Yes, for the whole period ?° 4. Was $4,776,980170. 


Q. And $1,813,198.55 for repairs ? As Im 
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addition. 


2. In addition ; so that in the ten-year period 
the fund set aside for depreciation is almost half of 
the total amount invested in the plant and machinery ? 
A, Yes, very close to half, 

MR. DIXON: The eleven-year period; it is right 
from 1924. These figures he gave you were from the 
start of the company. 


MR. MeRUER: In the ten-year period the amount 


|set aside for depreciation -- 


MR. DIXON; It is the eleven-year period, from 
1924, 


THE WITNESS: It is the total depreciation 


$4,776 ,000., that is from 1924, ‘The $4,553,000. was 


lfor the ten-year period. 


BY MR. MecRUER: &. All I néed to do is ada on the 


depreciation set aside by the branch for the first 


year ? 6A. For the first year. 

Q. How much was that ? A. That was the dif- 
ference. | 

~« About $200,000.? A. Yes, about $223,000. 

+» Now, we will see whet has come of the prof its. 
he net profit from operations after making all allow- 
ces for depreciation, repairs, and matters of that 
sort amounts to how much ? A. Including income 
from outside investments ? 
Q. Yes ? . A. $6,286,103.78. 


1. And they have paid in texes how much ? 


A. $870,300. 


. Does that include municipal ‘taxes ? 
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A. This $870,300. ? 

ae Yes ? &. No, this is just income taxes. 

«we Municipal taxes would be charged to operations 
lA. Oh, yes, before the profit was arrived at. 

%- And the disposition of this sum of $6,000,000 ? 
4. There was credited to Courtaulds, England prior to 
the incorporation of the company $1,245,739. 

Qe that is the fund that we talked about before th 
Was credited to the parent company and re-~invested by 
the parent company in plant and machinery here ? 
Ae Yes. 

%- For which common stock was issued ? Me Yes. 

x For which stock was issued, rather ? A. Yes, 
Dividends were paid of $1,567,500, 

ie Yes? A. Goodwill was written down by 
P1,505,915., a reserve was set up for bad debts of 
76,845, an additional PT. :, RAR to plant No, 1 
vas set up of $175,000. There were some miscellaneous 
Adjustments amounting to $16,256. leaving a balance 
ptanding at the credit of the profit and loss account 
bn December Slst, 1935 of $1,028,548. 

ws Now, I want to earry the analysis that I was 
peaking a moment ago one step further to see if I am 
ae ft said that depreciation was charged to oper- 
(tbe whieh amounted to almost half of the total in- 
poten in land,plant and machinery. Then, after the 
Income Taxes were paid the company had a net profit over 
% period of $5,415,000.7 Ae Right. 

&- So that if we add $5,415,000. to the deprecia- 
ion fund we get almost exactly $10,000,000., close to 


t. You see, I am really taking the net profit before 
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depreciation and subtrecting tie Income Tax. They pa 
that in ate ? A, You are taking the net 
profit after depreciation ? 

ws No, I am taking the depreciation plus th net 

5 profit after paying the income tax ? Ae Yes, that 

would be over #10,000,000. 

se $10,000,000, so thet the company Sinee it 
started operations hes realized enough profit in its 


operations in Canada to pay the whole investment in 


) 10 plant and machinery and have a surplus besides of 
8,0ut $490,000.? A. Yes, that would be 
right. 


y% That is e correet computation ? A. A cor- 
rect computation, yes. 
ve IL just want to see in whet position they are 


now to fly without much essistance, 
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You have, I think, e memorandum thet more or legs 
summerizes just wit I have been dealing with na, 
in eddition to the summery you have comiled, Mr. 
Howsocn, end I think it would be en adventage for 
us to heave this on the record, 

THE COMMISSIONER: Whet is this? 

MR. MeRUER: This is a memorc ndum re the 
cepital structure of Courteulds, re operation, re 
prorit and loss eccouns, eni re fixed assets and 
deprecie tion. 1 am putting this in because I have 
just examined Mr, Howson upon it and I heve also 
examined Mr. Johnson end Mr, Jones on subs tan- 
tielly the seme memorandum, but I notice thet it 
was not fiied. 

THE COMMISSIONER: . Thet will be Exhibit 902, 


EXHIBIT 902: Memorandum re ¢ apitel 
structure of Courtsulds. 


BY WR. MeRUER: Qe You have an enmal state 
ment or Courtenlds, heven't ya, Mr. Hows? I 
would like to put it on the record if I could, 
A, I do not think they turned. in any annuel state 
men ts. 

MR. MGRUER: You cen supply us with a set 
perhaps, My. Dixon, cant you? 

MR. DIXON: We heve supplied fall answers to 
the questionnaire, 

MR. MecRUER: Probably you do not print an 
snnoual statement. 

WR. DIXON: No, it is purely a private compeny. 

MR. McRUER: Thet is quite all right. I 


think we have everything in the enswers to the 
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, questionnaire that would be in the annual atete~ 
_Ments. Li 
THE WITNESS: Yes, the questionnaire was very 
complete. . . — i oo oe 

BY MR. MgRU ER: Q. Then you heve prepared, 
ly. Howson, m snalysis which sets out s summery 
of the operations of Courteau lds? A, Yes, sir. 

‘MR, MeRUER; This will be tne next exhibit, 
my lord. I+ is « summery of operations of 

_ Courteulds, | | 

THE COMMISSIONER: It is e umtary, not en 
_enelysis, | | 

MR. MeRUGR:. No, it is a. summery fran year to 
year, ai ‘. 

THE VITNESS; From 1936 to 1985, 

MIR, MeRUER: And the Celenese Company is in 
the seme exhibit, my lord, A note might be meade 
oc that, I do not propose to deal with it todey. 
i wonder if we cold just teke this releting to 
Celenese out of this exhibit, Mr. Howson. 

THE COMMISSIONER: I¢ would be better if it 
could be done, | 

| MR, MeRUSR: We will just meke the exhibit 
Courtaulds, 

THE COMMISSIONER: thet will be Exhibit 903, 

EXEIBIT 903: Summary Of operations, 

1926 to 1935, Courteulds 
(Caneda) Ltd. 

BY MR. McRUER: Q. There is just one ques- 
tion I went to ask you in regara to the previous 
exhibit, 902, ani thet is in refereme to the 


writing off of the good will. In the memorandum 
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in regerd to the disp sition of the profits there 
is charged to good will $1,305,915.00. I ao not 
just quite understand the accounting operetion thet 
tekes place. Will you explein thet, Mr. Howson? 

5 A, Well, really good will had no tengible velue 
behind it, and by writing off to profits they have 
reelly eppropriated accumulated profits ageinst 
the good will, end to that extent heve set up 
tengible assets Rectnat the good will that was 
created in the first plece, 

| Q@. Hed there been nothing set up in the 


capital structure of the company for good will, 
then this $1,305,915,00 would show es an addition -- 
A As an addition to their undistributed surplus, 


Q, An addition to their undistributed surplus? 


15 
A Yes, 

@. So in the first plece there was nothing 
invested for good will. They set up a cherge 
ageinst capitel for i t, em then wrote it down? 
&. 6 Yes. 

® m @. Now this exhibit 905 deals with capital 
employed in operations, thet is invested capital 
plus accumulated reserves and a A. Accumuleted 
profits, 

Q. ieomeniabes profits, ie Up to thet 


25 point. 
BY THE COMMISSIONER: Q. Put into capitel? 
A. Yes, left in the business, remaining in the 
business, a 
“BY MR. McRUER:  @. Ani thore ere no benk losns 


> 30 with this company? A, No, 
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“@. Well, if the comany writes down its 
plant, depreciates its plent out of profits, you 
treat thet es cepiteal invested in the business? 

em 
P @. You teke the devrecircted velue ~« 
4, Teke the depreciated velue of the plant. 

G, You take the deprecieted value of the 
plent plus the belance at the credit of surplus 
acc ount? 4. Well, plus ell the other assets 
less the liabilities. .It represents the eepital 

* is and the accumule ted profits, 
G. Thet is ll the essets thet the ¢ ompeny 
owns, these sccumuleted profits? A, Yes. 
@; And it does not meke eny difference how it 
hes seqiired those assets » Whether they have really 
15 beenvacquired out of orofits or in what way? 
A. WNo. 
Q. You treat them as cepitel invested? 
4. Ag cepitel employed, 
@- Ag capital employed rether. A. Yes, 
. @. It is mot the same thing es cep i tal 
im ested originally or anything of that sort? 
4 No, this statement wes for the purpose of de- 
termining the earnings on the cepitel employed from 
yeer to year, 


Qa... Yes. They have cspitel employed outside 


fe operations, thet is in investments and Securities, 
and so on? A. Yes. 
'-@. I see that this compeny in 1935 has an 
investment outside of its opere tions of $1,425,662.50 
A. Yes. | 
} 30 


@- Now the pereentage earned on capitel employed 
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in the business in 1926 wes 15.2. Thet is 
correct? 4, Thet is right, 

Q. In 1927, 2652 per cent? 4, Right. 

Q. In 1928 it wes 20.5 per cent? 4, Right. 


@- iIn1929, 9.7 per cent? A. Right, 
Q. In 1980, 6.5 per cent? A. Right. 
€. In 1931, 7.0 per cent? A. Right 
Q. In 1932, 6.1 per cent? A. Right. 
Q@. In 1953, 9.6 per cent? A. Right. 
@. In 1964, 13.8 per cent? A. Right. 
Q. In 1985, 14.2 per cent? 4. Right. 


&. So thet during thet ten-year period the 
cOlipeany never mede lens then 6.1 per cent onthe 
capitel employed in its more tions end hever more 
then 26.2 per cent? A. According to these 
figures, 

Q@. Yes. Another comparative statement eppears 
et the bottom of the psge in regerd to sles. In 
1926 the gross profit to sales before depreciation, 
end this would be before selling expenses too, would 
it? he Yes. | 
| @. Amounted to 44,0 per cent; in 1927, 40,4 per 
cent; in 1928, 41.5 per cen ; in 1929, 28.9 per 
cent; in 1950, 24.2 per cent; in 191, 24,9 per cent; 
in 1932, 36.0 per eenks in 1933, 27.9 per cent; in 
1954, 36.6 per cent; in 1935, 25.5 per cent? 

A. Thetis correct, 

THE COMMISSIONER: What aia you say about the 
selling expenses, Mr. MgRuer? 

MR. “MgRUER: This is before selling expenses, 
BY THE C CMMI SSIONER: ®. Jest uhere de you 
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take out selling expenses? A. Between gross 
profits after depreeietion and net profits. 
Q. ‘Toa do not show it itenized? A, Not 
on the t stetenent, no, 


BY MR. MgRUER: Q. It comes to 3.6 per cent 


on the first yeer? | A, The difference between 


those lest two items. 
| Q. Thet is what constitutes the whole? 
A. Thet would be the sd ling end administration. 

Q. Curiously enough, up anvil 1921 it Sees 
to run @ lnost consten tly at 5 end ea fraction per 
cent, end then in 1932 it jumps to 5.2 per cent. 
A. Then it drops again. 

Q. It comes down egein. A. To S,6 per cent, 
6.7 per cent and 3.5 per cent. 

@. Yes, fave you any irformation on the 
answers to the questionneire that indicates to you 
how the selling expenses ore msde up ? | Ole 4 
have the full details, 

y Q. Take the year 1935, for instence. Just 
how is it Civided up there? Apperently there wag 
about $200,000 ebsorbed in selling expenses, 

A. Under the heeding of selling end distribution 
the 1 fone ‘eppeer es follows: Menegenent, saleries 
end commissions, $19, 215,60; Other salaries, 
$10,735; agency expenses, $18,595.67; advertising, 
$47,219.56; carriege outwards ~- that would be 
freight end express out <= $62,282.86: bad debts, 
$627.21; bank charges, $2, 665.86, making a total 
of “$161, 140.86 for selling expenses, and in addi- 
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QQ. Whet wes the totel for selling expenses? 
A. $161,140.86. Then President's remunéra tion, 
$8,862.41; leeal end esudit fees, $3,359,28; 
directors’ fees, $7,000; subserintions md donations, 
5 $1,415, mekinge e total of $20,616.79. 
Q@. Did they heve a reserve for bad debts? 
They did, did they not? A. Yes. 

MR, Mo RUER: Mr. Devidson hes just instructed 
me thet thet leree inarease in se line expenses in 
1952 wags due to e write-off of a large bad debt, 

“4 5 about $40,000. 

MR. DAVIDSON: A totel write-orr of $46, 800. 

ME. MeRUER? $46,800 for bed debts thet year. 

iho vUMMISSIONER: The bed debt wes written 
ofl between gross profit and net profit? 

MR. MeRUER: It apparently was thet year, 

THE WITNESS: © Yes. 

BY THE COMMISSION gk: Q. That would be the 
regular wey? 4. Part or the expense of Tanni 
the business and collecting the ace cunts, 

”» 20 @. Why should it not be cherged egeainst the 
reserve for bad debts? A. They want to maine 
tain their reserves, I presume, et the figure which 
Was set up. 

THE CQMMISSIONER: It may be a” debt contracted 
in previous yeers. 4, Yes, different 
prectices are followed by different companies. Some 
write off all their bea debts each yeer. Other 
campenies set up reserves ena Gharge the bed ses oints 
each year against the reserve, and then set aside. 
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up egain, The practice is not uniform eat all. 
BY MR. MeRUER: Q. Well, at any rete, what 
wes done in 1932 was charged to bad debts ezainst 


the yeer's operations, ani then we heve this re- 


nn 


serve of $76,845 still maintained, A. Well, 
the reserve is still outstanding. 

MR. DAVIDSON: “It wes not actually baa debts 
written off, The reserve was increased in 1932. 
in 1951 the bad debts reserve was $3,000, and at 
the end of 1932 it wes $50,000, so the reserve was 
increasing, 

MR. McRUER: I see. Theat is e little different. 
Mr. Devidson says there was an ineresse in the 
reserve. They probably got a little nervous about 


some of their ace counts ebout thet time, 


Ay MR. DAVIDSON: They inereesed their reserve 
in 1952 by approximately $47,000, and in each of 
the following years by $10,000, 

THE WITNESS: Yes, it shows in the surplus 
acc ount. | | 

) 20 BY MR. MeRUER: @- In the enswer to the qies= 
tionnaire? A. Yes. 

@. Just letus sée whet increases were made in 
the reserve for bed debts, A. They transferred 
in 1932 $46,845; in 1933, $10,000 and in 1934, $10,000 

ot Q. So thet in those years that we have been 


dealing with, whet we may cell the depression years, 
these vercentages of net profit thet you heve given 
us are, after meking these transfers to the reserve 
for bed debts? : A. No, I do not think go, 
MR. DAVIDSON: Yes, we put those ficures in 
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edministration, Mr. Howson, 

THE WITNESS: Oh, I see. Just let me see that 
working sheet, wiil you, Mr. Devidson? Yes, in 
these figures they ere incluied in edministretion 
expenses as @ cherge, 

BY MR. McRUR: Q. But there does not seem 
to have been eny debits to the reserve for bad 
debts, A. Not yet. 

Q. Independent of this trensfer to reserve 
for bad debts they have entirely teken care of 
their bed debts in the meantime? A. Yes, 
out of current operations, 

@. Cut of current operations. So thet this 
statement then, the percentage of net revenue 
applicable to total capitel eiployed, thet is efter 
providing this reserve for bed debts? A Yes. 

@. And it is efter providing all other -« 

&. Depreciation, 

@. Depreciation and so on? A. - Yes. 

@. So, if the reserve for bed debts, whieh 
hes not been encroached upon, were teken out of 
net proiits or net revenue epplicable to the totel 
cepitel qeuployed, it would raise these pe reenteges 
meterieaily? ‘.. eM 

@. Here is something that troubles me a 
little, iir. Howmn, kKeferring agein to Exhibit 903, 
the low point for gross profit before depreciation 
wes reached in 1950 when it was 24.2 per cent. 

4. Yes. 
@. The low point for net profit was at the 
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moment that it wes for another yeer, end I could 
not understand it. The low point for the return 
on the capitel employed wes 1932. The net profit to 


seles was 10 per cent in 1932, but their return on 


On 


capital employed was 5:1 per cent? A. Yes. 

G. I wonder whet the explenation of that 
would be, A, They ere entirely different 
items. 

a. Burt on the earnings of the bus iness, at 

» 10 eny rete, their low point seems to heve been in 
the yeer 1930 for the ten-year period. A. That 
is on seles, percentage on sales. , 
Q. On seles, yes. &. Yess 


_Q. Well, I think thet exheusts Courteulés. 


CROSS-EXAMINATION BY ‘MR. DIXON. 


Q. Mr, Howson, in erriving et this figure of 
cepitel employed in operations, I understand that 
you teke the total of assets whieh were shown to 

* 20 you on the statement filed, and deduct fran thet 
| the emount shown for good will, 4. That is 
right, end the trede liabilities of the cctrer, 

Q. .I was just going on to thet, 

BY THE CGMMISSIONER: .@. But you it all the 
7 other essets into operation? Ae Teke all 
the essets et their book value, deduct the lie- 
bilities, ani then deduct the good will. 
»BY MR. DIXON: @. Now show on the assets 
end. liabilities are the ececants payable, trade. 
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Q@. Aecrued weees, commissions, ete. Thet 
cones out? A. Yes. 

@. Preferred dividends in Sane yeers, not 
every year -= thet canes out? A.Well, that would 
be e liebility. 

@. And it would aone out? &. Yes, 

Q. Notes peysble -- thet comes out? 

A. Yes, 

@. And vrovision for Contingencies md govern- 
ment texes -=< thet comes out ? &, Yes, 

@. And the next item is bea debts reserve, 
Thet cones out? A, Yes. 

@. The general reserve T understend does not 
Come OUt because thet is cepital, 4. Thet 
is right, 

@. In answer to ay friend you seid, Mr, 
Howson; thet if we di sregerded these bad debt re- 
serves, it would increase the percen terse of profit, 
4m I not right in Seying thet thet hes elready been 
di sregsrded? 

THE COMMISSIONER: Plesse put that egein. 

BY MR. DIXON: 8. In enswer to my friend 
you seid, Mp, Howson, that if the bed debt reserve 
was disregerded, teken out of Our Calculations -.« 

THE COMMISSIONER: Teken out entirely? 

MR. DIXON: Teken out of the assets, The point 
I am making is thet it has elready been teken out. 
Is that right, Mr. Hows on? 

THE WITNESS: T understood Mr. MeRuer's question: 
to be this, if the bad debt reserve had not wen 


charged ageinst profits, the profits would be greater | 
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by that emount, emi netureally the income on the 
investment would be greater. The investment would 
have to be adjusted, if you deal with it in thet 
way, by leeving the reserve in. 

5 * BY MR. DIXON: @. On this Exhibit 903 you 
show capitel employed in operetions, and then you 
show the revenue fran operations and the percentage 
tocepitel employed, and in 1935, percentage to 
cepital employed in operstions is shown es 14,2 per 
cent. a,” 208, 

Q@. The bad debt reserve hes hed nothing to 
do with your arriving et that figure? A. The 
charge to bed debts hes been teken out of the 
revenue. 


Q. Yes, but the reserve itself is not ghown 


“5 es cepital employed in the business? A. No, 
reserve. 3 
&. %It has been disregarded for this purpose. 
A. We have redaced accounts receivable to the 
emount less the reserve. 

s} 20 THE COMMISSIONER: Is there some place where 
you can point out whieh items exactly you do 
inelude under the heading of capital employed in 

4 operations ? 

MR. DIXON: No, you have to get that from the 
25 evidence thet has been given. 


THE WITNESS: It is in the comeany's question- 
neire. 

THE COMMISSIONER: Where ebouts? 

THE WITNESS; On the belame sheet, assets 
end liabilities. 
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BY MR. DIXON: @. dust one other question, 
Mr. Hewson, about taking out the item of good will. 
When this company wes incorporated in 1928 end took 
Over the essets of the Canesdien brench of the Englis 
business there was an iten of $2,448,000 set up es 
good will... Now in the three years prior.to 1928 
the English branch of the company hed mede profits 
of $443,802, and ebout $500,000 forthe eight months 
of 1928. Now is it your idea thet it is bad 
accounting practice to set up any item for good will 
) 1? there? & I m not discussing ace canting 
practice in this at all. I em just setting out the 
fects in sucha wey that the Commissi oner Gan see 
whet hes been set up on the books, 
Q- You would beer with me if I seid thet this 
15 company took over a velueble asset in the Enghish 
business which hed been esteblUished in this country 
three years before? A. I think there is a 


certein amount of good will always in e profitable 


business, 
7 20 QS.» & little more. then e certain amount of good 
will, is there not, in this ease? A. Well, the 


company hed been meking profits; there is no questio 
of that. 
@ Setisfectory profits? © A... Yes. 
& They took over certain patent Tights? 
A, I cannot enswer that definitely, but I presume th 
did eccording to your qiestionnaire. Yo say so, 
i have not mede any examination, 
MR. McRUER: They still own them 
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MR, DIXON: Possibly they heve expired, 
MR. MeRUER:* Ido not think you would let then 
do the ts 
BY MR. DIXON: @. In teking out the item for 
-@ood will in capitel employed, that was simply 


done on instruc tions? A. Yes, in order to 


| show the sash inves tment. 


MR. McRUER: Of course the whole point in re- 
gard to good will in en investigation of this sort 
is that good will was created by a protective teriff. 

MR. DIZON; That is surely e mtter for argu- 
ment, — , | 

BY MR. Mo RUER: @. Thet is ell for Courteulds, 
my lord. Oh, My, Howson, of course the eviderme 
is there but I think I shell require you to sume 
merize something of whet you have ssid in reference 
to mensganent salsries and soon, 

LR. DIXON: I do not quite understend what my 
friend is asking for. 

MR. MeRUER: I em just asking Mr. Howson to 
summearige what is already in in regerd to manerement 
seleries paid over the period. 

MR. DIXON: Now is the time to do it. 

MR. MgRUER: Do you went us to read them out? 

I em not going to do it. I went Mr. Howson to do 
the addine end subtrec ting instead of me. 

MR. DIXON: He is pretty good at tha t 


(Page 12315 follows) 
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Q. Toe first Company that I wish to deal with 


of Louiseville, 


THE COMMISSIONER: That is part of their name, 


nn 


THE WITNESS: It is Associated Textiles ef (Canada) 
Limited, with Canada in brackets. 

MR. MecRUER: Q@. Now, have you got first the 
reply to the questionnaire? A. I have receive 
from the Associated Textiles a questiainaire covering 
> | their own affairss 

Q-» In answer to the questionnaire, rather? A, and 


also rayon Cenada Limited and Ultra Chemical Company 


Limited, yhich latter two are subsidiaries, 


"3 THE COMMISSICNER: Q. We are dealing with Associate 
Textiles of Canada, Louiseville, and you say there are 
_ subsidiaries? A. Yes, Rayon Canada Limited 
a 
> “ss Q- And you have their questionnaires too, separate 
guestionmnaires? Ae YOS, 
w YOu are taking them altogether? A. Yes, 
and the Ultra Chemieal Company Limited, 
Qe Where is Rayon Canada Limi tea? A. That is 
“4 Moa treal,y head offices 
y- That is mot a mill? A. NO, more of a 
selling Company. 
ge What is the other oue? Ae The Ultra Cheméta 
» 30 «(|| Company Limited. 
Q- Where is that? A, Theat is at Louiseville, 
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- Q. What is that? A. They handle chemicals in 
connection with the Silk Industry, I understand. 
MR. MCRUER: It makes chemicals for the Associated, | 
my lords | 
Bat THE COMMISSIONER: The other one is their selling 
Company, is it, Rayon of Canada? A. Well, they 
both sell, but this Company as far as 1 understand aid 
deals in other merchandise not made by Associated 
. i TEEN LOS« It is a trading corporation as welle 
; Qe Perhaps they are importers? 

MR. McRUER: Ho, my lord, we had evidence from 
Mr. Marx in vefereies to them. They sell for 
Associated anc also sell for Rayon, for mills, but I 
# do not know that they do a very big business in that 
oak. put he gave in evidence at Louiseville, pages 
4186, 4187 and 4890, and 41435 in regard to these 
matters. 

Qg. And then there is another subsidiary of the 
Associated Textiles of Canada Limited, and that is, 
Associated Textiles of Londoa, Limited, 

THE COMMISSIONER: @. That is a subsidiary of the 
same people? A. There was no return on that onb. 
” MRe McRUER: Well, we have all the information 
in regard ay ter already before the Commission. That 
is a selling agency in London, England, for this 
Soianiin A, They made no individual returns 


p 30 || but they referred to it on the Associated's returns 


as a subsidiary tompany. 
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answers to the questionnaire, Exhibit 904, 


MR. MecRUER; Well now, first I want to put in the 


EXHIBIT 904: Answers to the Questionnaires in 
tea respect to Associated Textiles of 
(Canada) Limited. 


THE COMMISSIONER: That is the main Company? 
MR. MeRUER: Yes. Then I want to put in answers t 
the questionnaire in respect to Rayon Canada Limited, 


EXHIBIT 905: Answers to questionnaire in respect 
to Rayon Canada Limited. 


MR. MeRUER; And the Ultra Chemical Company Limited 
WXHIBIT 906: Answers to thejuestionmaire in 
| respect to Ultra Chemical Company 
Limi ted. 

MR. MeRUER: . Well now, to commence with the pa 
company, the Associated Textiles of Canada Limited, 
that is a company heving its mill at Louiseville? 

A. Y@S. 

yj. And its head office at the City of Montreal? 

A. Right. 
@. that is the capital structure of this Company? 
A. It has outstanding $500,000 7% eumulative preferred 
stock of $100 par value, and $226,000 of common stock 
of a par value of $10.00 eachs A total of $726 ,000s 
THE COMMISSIONER: @. That is the stock isswd? 
A. Yes, issued, | 

@. Not the full stock authorized? A, No, the 
authorization was 5,000 shares’ in preferreds 

MR + MeRuer: Q@. The Company commenced operations 


when? A. “fhe date of incorporation or 
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Qe And were the shares that are outstanding now 


all issued at thet date? Ay No, the first isste, 
according to the questionnaire, was in Jenuary, 1950; 
10,000 common shares at $10.00 each, realising $100,00 
cash. The next issue wes in September of the same ye 
1000 shares of 7% cumulative preferred stock, realisin 
$100,000 cash. Tn October the issue 12,600 common 


shares realising $126,000 cashy and another issue in 


10 
October of 4,000 shares of preferred stock yielding 
$400 ,000. The stock was all issued during the year 
1930+ 
Q. And how much was isswed for cash? A, It was 
q all issued for cash. 
Q@. What is the total sgain? A. $786,000. 
Q. Now, the first complete year of operation was 
{n 1931, was it? A, Their year ends on the 41 
| 20 st of July, 1931, at least their year ends on the 3list 


of July, and they snow a return here for 1950, it is 
marked 1st of February to the 2nd of August, so that 
apparently they operated from the lst of February 
As 1930 to the 50th of August, end then stated with the 
first full fiseal year ending July 31st, o@ the follow 
y cary 
Q. Then they start off with $750,000 eash invested 
That wes invested by the parent company in the United 


States, was it, Cohn, Hall and Marx? A. $726,0q¢ 


Q. Or rather it was invested by tnited Mer chants 
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Incorporated which owns Cohn, Hall & Marx =- that is 
correct? A. Well, they show under the name of 
shareholders - United Merchants and Manufacturers 


Incorporated and Cohn, Hall & Marx. I don't know what 


5 
the seinaak ion is between the iwo, 
3. I think from the evidence we ace before us we 
can consider them as the same people. I think United 
Merchants & Manufacturers Incorporated owned all the 
' fy stock in Cohn, Hall & Marx? A. Between the two 


of them they own all the preferred shares and 22,520 
shares of the COMMON « 
Q. Well, Exhibit 230 has the serhalcon of the remain 
15 ing shares - Homer Loring, 10 shares; Rose Baron, 10 
GELS Leuvhass diex, 20 shares; J. Sehwab, 10 shareB) 
JeH» Marx, 10 shares; A.H. Feldman, 10 shares; L.Le 
Smith,.5 shares; and Eva Heinl, 5 sharese | 
A. They appear to be the directors of the Company, 
} ” Q. They appear to be more or less qualifying shares 
Now, the preferred stock bears interest at what rate? 
A. Seven per cent, 
Q. Well now, I want to take up with you the 
25 operations of the Company since it started at Louvisevillle, 
year by year, if I may. For the year ending 31st 
of July, 1931, - would that be a complete year or 
18 months? A. Well, what are you looking at 
Qe I am looking ut "Summary of operations," 


per sheet? A. That would be 18 monthse 
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Q. The gross profit amounted, before depreciation, 
to $402,121.22? | A. Yes, 

MMR KELLOCK: Q- ts that the combined Sta tesien t? 
As NO, that is for the full year, that is for 12 month 
years 

MRe M¢RUER:; That is for the 12 month-year? A. Yes, 
beginning July Slst, 1931. 

MR. KELLOCK; Q. And it is for the three companies 
Ae No, it is for Associated Textiles, 

MR. MoRUS:: Q-.. notice that on your statement herd, 
which I better have filed now before I refer to it, 
there is a figure of capital employed $857,489.92, 
which is in excess of the $726,000 by about $111,000. 
That must have been profit on the operation of the 
first six months? A+ That brings in money recqived 
from the City of Louiseville. 

Qe Oh, I had forgotten about thate 


_ THE COMMISSIONER; Would you call that part of the 


capital, — Ahat was a bonus given to them for goin 
there? Ae Y@Se 
Q- Given in a lump sum? 4&, Apparently pai 


it over two yearse 
_ MR, MeRUER;:. It was to be paid, your lordship will 
recollect that a number of citizens signed an agreement 
| that they jointly and severally would be liable for 
#60,000, to be paid in cer ain percen tages, $20,000, 
when they employed so many and to pay so much more 


when they employed so many more and finally was all pajjd, 
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THE COMMISSIONER: @. You classify that as workin: 
capital? A. Yess 
TSE COMMISSIONER: That is added to the $726,000 for 
the first year. That doesfict meke up the whole amount, 
MR. MeRUER; Not quites 
THE WIENESS: Theat is the capital at the end cf th 
year. 
THE COMMISSIONER: You see, they did not haye the 
> 10 whole $60,000 that first year. 
THE WITNESS:.. This is the end of the second year. 
They had a surplus: from operations of that year of 
p01, 4384125 
q» The first yser was only a partial year? A. Yes. 
Accumulated profits --- 

MR. MCRUER; Q. Well, can you take that as the figure 
for capital employed as of that date, if it is the 
accumulhated profits that are built up as a result of 

» 20 year's operaticns? . A, it is not absolutely 
correct, no, but it is almost impossible to get the 
correct figure because it would have to be an average 
figure. 

Qe Yes, the figure would be accumulating all the 
time as the profits cane in? A. Yes, So that 
y ou either take the capital at the beginning of the 
period or --- 
THE COMMISSIONER: . I think you want to show us 
) 30 || how this capital was made up. You toid us in the 


case of Courtaulds How it was made up. Here 
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apparently are other factors coming in? A. Consists 
of preferred stock of $500,000, common stock of 
$226,000, donated surplus, what we term it, from Louise 
ville, the bonus of $60,000; 
2e That was all paid in those first two kb years and 
& half, is that right? 
MR. MCRUER: I am not sure whether it was all paid. 
THE WITNESS: But if they charge it up to them 
they set it up on their books as an asset as though the 
had it, so we treat it as an asset in toto. 
Q. The whole $60,000 goes into this? A. Yes. 
Q. I see in the Annual statement Exhibit 232, for 
the year ending Slst July, 1931, there is this paragra 
"On way 6th, 1929, the Company entered 
into an agfeement with certain citizens of the 
Tom of Louiseville in the Province of quebec, 
whereby in consideration of a donation of $60,000 
the Company agreed to construct and operate in 
the Town of Louiseville a plant of a total minimum 
value of $500,000 for the manufacturing and finish 
ing of silk eloth, Accordingly a building was 
erected and equipped and operations were commenced 
on February ist, 19350. 
"Mr. Philip Fainer severed all connections 
with the Companys,” Rte. 
THE COMMISSIONER: We have it now - we have preferred 
stock and common shares and this grant and what else? 


A. And earned surplus of $51,438.12, 
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Qe That is earned during that same period? A.Up 
to the end of that period and a stall item of 451.80 
which represent advances to affiliated companies. 


MR. MeRUER: Q. Well then, the profits at the end - 


5 || of 1932, July, 1931, gross profits before depreciation 
amounted to $402,121.22 A. Yes, sir. 
we And that was 26436 per cet. on sales? 
A. 36955 is not it? 
, i Qe After depreciation it amounted to? A. 22.65. 
. ie The net profit before income taxes on sales 
9959, and the met profit after income taxes on capital 
employed, amounted to 154344? A. Yes, sir. 
THE COMMISSIONER: 4. Where do you take out your 

x selling cost there, after depreciatim? A. After 
depreciation - you mean gross profits after depreciatii 
and the net profits, 

MRe KELLOCK: You changed your basis from sales 
) 20 to capital employed in the last line? 

THE WITNESS: Yes. 

Q. Those percentages are not compsrable? A. NO. 

THE COMMISSIONER: They are not on the same things 

MR. MeRUER: No, they are not on the same thing, 

” ~WR. KELLOCK: ‘They do not show a net profit after 
income tax at all on sale? . A, Don't show 
percentage, no. They treated the Income tax as being 
appropriation of profits earned. 

) 30 MR. KELLOCK: Expense, thoughe 


THE WITNESS: It is not an expense at all, of 
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: operating business, It is a division of your 


profits with the Government. 
Qe All right, it is the seme thing? A. Not t 


same. thing at all according to the Income Tax Acte 


Ou 


It is a reduction of the surplus available for dis- 
tribution to the shareholders, 

Q. Now, looking at Exhibit 238, which # is an exhibit 
that was filed at Louiseville during the Examination 
of Mr. Marx or Mr. Lawlor, I see that the total wages 
paid for the 12 months ending March 51st, 1951, amount 
to $223,116256. You are going to give us a state 
ment later on, are you not, that will be the same as 
Courtauldst statement thet wlll supplement this to 
show the percentege of wages to sales? A. Yes, 
in respect to these Gompantes that we have the retums, 

Q. Im respeet to the companies we are dealing with? 
A. Yess | 

i. Now, the gross profit after depreciation in this 
year apparently was $345,7351.? A. That is right, 

Q As acinak wages paid of $225,116? A. What 
period is that? 

Qs That is, for the 12 months ending Slst July, 
1931? . A. They would have something in there 
that is classified under some other headings Under 
heading of wages show $220,466. There are probably 
some other wages under the heading of expense, wages 
30 that do not appear as wagesSe 


Q. My figure is probably a little more inclusive 


EW Sc ee a AS en ae | ' 
7 Ce Silica biigle 
‘ aie : - ee A 
> ; wns ' Sa) ia 
» 9» oewor SSéSL 5 Ma iB 


_o, Woy to mofaivlS aiak tL. _--8eentend gaiterego suet 
tsemurevo® eft dtiw etiter | - 
¢ POW, eA Loy  Tpgaidt omse edtoel ¢£ ,tdgia fLa~ op! 


- eteA x8f emgoml end of gatitoces Lis ¢s guidd omsa 
. 726 sot eidelisra auigiva edt je saitesbet a ai 3f 
3 -eteblodey az edd of. nobtudixt | 
didxe ss el « doisdw ,S5S ¢ididxg. ds.gatdook ywok,.p 
acitgaimsxd edd gaiivs elliveeived ¢a Belit eswitad? | 
. Begew Lstod edd tedt eee I ,10vel a -t0-atsM .tM to 
gauome <Ié¢i ,$2{8. doweM galdae ediaom Sf odd to} diag 
asace # ag eyig of gaios ous yoy... 188.911.8588 ot 
as ome oft od itte ésaa_,iQs NOY ois 49 meted. sun 
ot eist taomeiqana Lffv ieds taometete tealustasod 
e89F. A facies of aegen te egeiseotsg edt node 
emuter adt-eysd oy dsdt eatasquoe Saedd oF tsegaet af 
esd tw gaifseh ets ew aslasgmes eit of Pfeeqgeet ab oxf oan | 
: 1 e427 2A |} 
alit at soltsloetged telts Shtorg eaorg edd pwod .f 
digit el tea? a lel ,C25¢ eew Yidnorsqge-180y 


feds A. CALLeBS8$ Yo blag segev sanisge cA 9 


2Uisk talS goibos adinom Si esié tot .st dact so 
conth ai galdtemoe eved blvow yea nA yt rare SEAL | | 
| tebay 2 pat bags tedte sma tebau petrtensle.2t todd | 

» Mdsdorg e18 ovat 1 POR ORE resin tne 3e anion | 
Repay soosomre 2° Sellen ae eaten v4 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 
REPORTER 


a é ace aise 12325 Howson 
then the figure they put in the returms classified 
aS wages? A. Yes, sir. 
Q. So that I am doing no unfairness to the Compamy 


if from their own returns I take the higher figure? 


5 
A. No. : 
10 Adjourned at 12,30 P.M, to resume at 2215 P.M. 
15 i 
) 20 
25 
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-- ‘fhe Comiission resumed at 2:15 P.M. 
ERNEST. Js .HOWSON, Examination resumed. 


MR. MeRUER: .I don't believe I have yet.filed, my 


5 lord, the Exhibit that has reference to the Associated 
Textiles that has been prepared by Mr. Howson. 
our COMMISSIONER + Just a moment, Associated Tex 
tiles, yes, whet is it oy the ? 
MR. MeRUER: I wes making certain references to 
) 10 it. 
| THE COGMMISSIONER: All you have given me so far 
is the gueationnaire, the answers. 
MR. McRU ER: Son, my lor; the next is 4& summer 
dealing with certain individual companies in the real 
> silk division of the textile industry. 
THE COMMISS TOWER: What relation has that to the 
Associated Textiles 7? rm 
| MR.MCRUER: Well, it is the first one th t is dedlt 
with in that exhibit, my lord. | 
: THE COMMISSIONER: I see. 
MR « iae RUER: There are a number of them in it 
and it is the first pene 
THE COMMISSICNER: You will be referring to th 
25 same exhibit in connection with other companies too ? 
MR. L eRUER: Yes, my lord. 
THR COMMISSIONER: What is it again ? 
MR. MeRUER: A summary of certain individual comp 
nantion in real silk division of the textile industry, 
30 cineeetis summaries it is called. 


THE COMMISSIONER: You say the real silk divisipn 
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of the textile industry ? 
MR. MCRUER: Yes, my lord. 
THE COMMISSIONER: All right, 907. | 
EXHIBIT No. 907: Financial summaries of 
certain companies in the 
5 real silk division of the 
textile industry. 
MR.McRUER; Of courss, for the purpose of our re- 
cord, although we call it the real silk division I 
think practically all these companies weave rayon fa- 
brie &8 Well as real silk. There is no possible way 
, . of dividing them. | 
MR. KELLOCK: Belding-Cortieelli doesn't. 
MR, McRUIR: Belding-Corticelli doesn't, well, 
I am gled to have that. Then, this is 900 -- 
15 THE COMMISSIONER: 907. 

MP .MCcRUER: Now, I had just been making a compa- 
rison , Mr. Bowsen, between some figures shown on Ex- 
hibit 238 and figures shown in Exhibit 907 so far as 
it relates to the Associated Textiles of Canada, Limi- 

) 20 |jted, and I had dealt with the gro ss profits before de- 
preciation, or after depreciation, rather, amounting 
to $545,731. and compared it with the grand total of 
wages amounting to $253,116, shown on Exhibit 238 for 
the year 1951, and the gross profit before depreciation 

45 lbmounted to $402,121. as canpared wi th $223,000. Now, 

ake the year 1932. The gross profit -- 7 | 
BY THE COMMISSIONER: Qe Pardon me a moment, what 

page is this ? &e On the first page, sir, be 
uR. MeRUER: On the first page. 


THE COMMISSIONER: Yes, all right, go on. 
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BY MR. McRUER: Q. Im the year 1932 the gross 
profit before depreciation amounted to $992 -- 
Ae $492. 

Q- $492,458. The grand total of wages wshown 

5 in exhibit 258 amounted to $531,260., and for my pur- 
poses I think I shall deal with gross profits befcre 
depreciation because thet is a figure that goes to other 
people other than wage earners whether it be the in- 
vestors of the selling staff or who it is. Now, in 
] 10 1955 the gross profit before depreciation was 

029,769. as against a grand total of wages amounting 
to $446 ,898, 


THE COMMISSIONER: The wages are on the other 


exhibit ? 

MR . Me _RUER; They are on exhibit 238, my lord, 
In 1953, I beg your pardon, the wages should be 
$599,261.08 for 1933. 

THE COMMISSIONER; What is the object of reeding 
those figures there side by side, the gross profit and 
} 20 : 

the wages ? 

-MR. MeRULR: The wages go to wage-carners. iy 
point is this, the share of the carnings in the in- 
dustry, what is divided among wage-carners and what 

“ goes to its operating -- 
MR. KELLOCK: Not gross prefits, surely. 

THE WITNESS; Selling expense and administrative 
charges, cone out of that. 

MR. KELLOCK: Overhead. 

| 30 wr, MeRUER: That all goes to a different class 


of people than the wage-earners. 


MR. KELLOCK: You have got to pay it out just the 
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FAME « 
MR. MeRUER; Well, they pay out their dividends. 
THE COMMISSLONER:. Are.you, saying the gross pro~ 
Pits here inelude wages paid 7 
. MR.MeRUER: No, my lord, 
THE COMMISSIONER: .Then, what is the connection 7 


THE WITNESS; They are after wages paid, 


MR. MeRUER; It is comparative, my lord. 

HG COMMISSIONER: .]t would have to bs. .1 say whet 
are you. reading the two of than together for & 

| MR.MeRUER; The wages, for instance, in 1933 amounted 
to $399,000 dollars. 

THE COMMISSIONsR: Yes. 

MR.MGRUER; The gross profits amounted to 
$434,000 before depreciation. _ 

THE COMMISSIONER: Yes, after paying these wages 
other things you come down to gross profits of $529,000 
is that right ? 

MR, MeRUER: 1933, yes, my lord. 

THE COMMISSIONER; Yes, $529,000.. 

MR.MeRUER: $529,000; that was about $150,000. mor 
than the total wage bill. 

MRs KELLOCK: What. does that mean 7 

THE COMMISSIONER: You say that is the gross profi 
before depreciation. Unless I know now what came out 
the se gross profits I do not get the compardson. 

© 9 °‘MR,MeRUBR: I am.not. interested in depreciation at 


all; ‘because that goes back to the owners of the indus}ry- 


How can depreciation go back to the 


owners of the industry ?. 
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MR.McRUER: Because that is part of their invest 
ment they are getting back. 

MR. KELLOCK: If they take it out -- 

MR.MCRUER: They get it baek. They are being 
peid back for what they put in and at the rate depre- 
ciation is taken they are being paid back about twice 
as fast as necessary, I would suggest, but certainly 
if I invest $100,000. and depreciate it $10,000. a yedr, 
iam getting my $10,000. a year baek cut of the pro- 
d oe fits. 

MR. KELLOCK: I always understood beeiietet ten 
was a loss each year. 
MR. MORUER: Well, it isn't. 
THE COMMISSIONER: Insofar as you ean charge it 
to your operations it is a loss out of operations, I 
suppose, but then you put it back into your capital, . 
don*t you ? 
MR. KELLOCK: If you teke it out of profits. 
MR. McRUER: You restore it to your capital. 
THE COMMISSIONER: You have gross profits before 
depreciation and gross profits efter depreciation. 
Now then, go on and let me see what your point is 
about wages, Mr. MeRuer. 
25 MRAMCRUER: Ome of the things that is put forward 
in support of high protection is the advantages that 
the workman will get. In this particular year, for 
instance, the workmen got $399,000. as against 
$452,000, that went to others even efter depreciation 
(or before depreciation $529,000. Now, it is true 


you can deduct selling expenses as that goes -- is 


a. emis Paya YA 
=i % im 2 . 
awl “peta | 
noewoH  +O8ési oF 


teeval aiedd to ¢#req ef tadt seuscet — ee ae Pe | 
| .dosd guttte, ers yort tnon 
-~ ud tI Goiod You? TT :HOOMAN AM 
giled ete yodT .aiead 72 tea Yet? :ArTWioh. iM aed 
| erqeb ofex ed? ¢a Bas at ong Yode ved wr Mood Hieg | 
| eotwt #vods weed Hing gated ete yore saeciad at aolisio— i 
yintetree dud teenaue bivow I ,yrnéccem ea tast as | 
soy 2 ,000,0Lf $2 obetderqen Bas .000,0019 Peeval T tt 
-org edd td tuo Noad assy 8 000, 01F ya gritieg ma I. | 
poten Koerdes Sootetebay eyewis I +HOGLIEA .fM | 
tecy dose seof 2 saw. | 
.tiant 2 Liew :aeUieM. wa” | 
¢t egredd aso poy es tsteanI” ;MHMOTceIMO AT 
I ,eacitsereqe to iyo asols el $i enoltteteqo. Oy. b>! | 
_istiase TOY otmi goad oi tua voy mod? éud s960qqNe 
| ~ PMO +" nob ; 
at fhorg to tm ti eis? voy Ti : 2OOLITR: LAM ei atl 
ist iqse mene ot ¢£ etotesr wo¥ eSB UNE: te | 
s1oted ation wabai evat ywoY  ; SHOTS IMMO0 BHT - 
- (mofteltoe1geh tetts et totq esotg bas nobtsteotgeb 


? ek gate toy tadw see om tel hus no 63 pied. wou 
ei 3 Tone .S pesgew twods | 

Eee ipiiieet $uq at ted¢ egaidt eff to em) :M20OM.AM. | 
‘| dade segetasvbs’ edt ef noiteotorg-dgid to ¢rogquecal | | 


not , they telvotiteg etfs eT © stege?Litw asmizoweds? | 
temtegs es .000, @e&t tog a hye a 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


ORONTO * CANADA ° 
— 12581 Howson 


iistributed among others but we can compare another 


igure , the net profits, for instance $197,000, 

THE COMMISSION®R: That is after income taxes are 
paid ? 
MR. MeRUER: Yes, or before income taxes , — 
/228,000. as against wages of $399,000. I think as we 
BO along we will find this company was certainly 
haking profits away out of proportion to the amount of 
ages they paid. 
) ve MR. KELLOCK: I ean understand a comparison bet- 
yeen wages and net profits but not with gross profits. 
MR.MCRUER: Well, I don't agree with you on de - 
preciation end JT don'¢ intend to be fooled by thet 
“3 pither. You can commit a lot of sins in the name of 
pepreciation, both on inventory end buildings ond plant 


1d everything else. 


Hi 


MR. KELLOCK: I hope you don't mean you are 


shutting your eyes when you say you don't intend to be 


fooled by it. 

MR.MCRUER: I am not shutting my eyes. I am not 
phutting then as long as you folks are around. 

THE COMMISSIONER; If you eeeh keep one of my eyes 
bpen all right. i 

25 MR. KELLOCK: I will try, my lord, 

BY MR. McRUER: @. Well now, in the next year, 
+954, the net profits amounted te $144,695. snd the 
rages paid $446,000. A. Theat is atte: income tax. 
w. I meson the net profits before income tax, 


$183,750. as against $446,898. for wages. TI wish I 


fad the figure of gross profits less selling expenses 
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and before depreciationy Can we get that ? A. Yes, 
it is just a matter of calculation. 
THE COMMISSIONER: Less selling expenses ? 
MR. MORUER: And before depreciation, before the 
5 compahy takes anything out for itself, just what it ha 
got on the year's operations ? A. That would mean 
the net profit plus the depreciation. 

%. Plus the depreciation? 

MR. ELLOCK: Presumably the depreciation, my 
jlord, is charged off beceuse the machinery is worn out 
The company or anybody else does not get it back be- 
cause, presumably,new machinery has got to be bought. 

MR. MeRUER: That is pure fiction in the study o 
these @hings because we find they go along and they de 
preciate then for a number of years and then take it ifto 
the next company, take it at that price and start all 
over again, 

THE COMMISSIONER: It depends on how they use the 
fund. The depreciation is supposed to show the actual 
lesser value at the end of the year than at the end of 
the preceding year. 

WR. KELLOCK: and to make provision for replace~ 
ment. 

5 THE COMMISSIONER; You take thgmoney out of your 
profits and apply it to that purpose, — 
MR. KELLOCK: My friend says we get it back ? I 4 
not get it back if I have to spend it. 
THE COMMISSIONER: You do get it back. The re- 
30 placement is there. Whatever deterioration there has 
been in your plant and machinery you take this money 


out of the profits to do that. You are taking it out 
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of profits, not out of new capital. 

MR. KELLOCK: That is the only source we can get 

it from. | | i 

MRsMcRUER: I em quite willing to take any state~ 
5 ment that you prepare of what you have spent out of 
depreciation in replacement and look at it. 

THE COMMISSIONER: If the depreciation is on a pro 
per basis. at the end .of a term of years with the de- 
preciation fund and whet is left of your original asse 
you come to the same thing ? A. Your cavital is 
intact. 

s+ You are beek where you started from. 

MR.MeRUER; What piques my curiosity -- 

THE COMMISSIONER: If you don't take enough depre 
ciation your eapital is not intact although it may ap- 
pear to be. If you take too much, you ere doing what 
you really have no right to do. 

MR.MCRUER: Of course, they can take any depre- 
ciation they like up to what the ineome tax Department 
will allow then. 

ARTE COMMISSIONER: that is where the words I used 
“whet you have mo right to do" come in, but where they 
have to render an aecounting then you ean use the words 

25 || whether they have a right to do this. 

MR. MGRUER: For the purpose of our study of the 
matter, the interesting part of it is they seemed to 
desire’ a lot more depreciation after the Income tax 
Act came into effect than was necessary before. 

| 30 - covMRs KELLOCK: Of. course, there was no silk in- 


dustry before the Income Tax Act. 
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12334 Howson 
MR. MeRUER: I am dealing with the textile in- 
dustry as a whole. They had mot shown some things, be- 
Cause we have got to be eareful not to be misled. 
THE COMMISSIONER: That is so, Our object is ¢ 
find actually what the real position of the companie 


is. 


BY MR. MeRUER: wu. Now, in 1935 -- In 1934 th 


‘amount of depreciation there would be the difference 


between these two figures; what is it, Mr. Howson ? 
A. Which, 1934 ? 

©. Yes, it is about $90,000. 

MR. DAVIDSON: $85,867. 

THE COMMISSIONER: About $86,000, 

BY MR.McRUER:  Q. And the net profit amounts 
to $144,000? A. $183,000. 

Qs $183,000. Theat is $260,000 -- 

MR. MELLOCK: That is before income tax. 
MR.MCRUER: Yes, $260,000. ? A. $268,000. 

Q. That is in 1934 as against a wage bill of 
$446,000. In 1935 the net profit amounted to 
$163,000.? .- A. And the depreciation —— 

MR. KELLOCK: Is that before Income Tax ? 

MR. MeRUER: Yes? A. Depreciation, 
$57,000. 

Q. Making a total of ? As $220,000. 

V+ 92280,0004, and the total wages paid accordi 
to exhibit 238 were $506,875. | 

BY THE COMMISSIONER: Q.° Is there enything to 
show in this case how this particular company arrived 


at these depreciation amounts each year ? Ae Not in 
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the returns. 
«.» They just give you a lump sum ? Ae Yes. 
The d@iffieulty in this whole inguiry in regard to de 
preciation is that there is no uniform basis at all. 

BY MR.Me@RUER: &. You find companies engaged in 
the same class of business depreciating at different 
rates ? A. Ob yes, and in many cases the depre- 
ciation isn't veniitemmbigubetebeushl ke far as the 
financial records are com erned. | They apporently wait 
till they determine how much profit they have and the 
set aside 4 certain ancunt for depreciation. ~~ 

BY “MR. KELLOCK: Qs I suppose you will confirm 
the particular instences when we get there ? Ae I 
said in some cases, 

4 BY TH: COMMISSIONER: 4 Does it apply to this 
case here ?. A, No, it does not apply to this ease. 

BY MR.McRUER: & Probably we could just get th 
amount .of depreciation that wes set aside cach year ; 
have you got that handy where you can give it to us ? 
A, Yess. 1931, $56,589.76; 1932, $62,556.59. 

we $62,000 ? - Ae $62,336.59; 1933, 
$76,924.06; 1934, $85,867.17; 1935, $57,804.77, 
Now, there is a ease in point. I don't know just 
25 what is the basis of the depreciation, but I think 
thetr plent values were higher at the end of 1934. 
Their buildings, machinery and equipment were set ou 
in their books at $1,180,000.-~ 

BY THE COMMISSION: *:  &. How much at the end of 
1934 7... A. At the end of 1954 their plant values an 


buildings were on the books at $1,160,000. and tke 
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depreciation was $85,000. The following year they 


had increased to $1,507,000, yet the depreciation had 


dropped to $57,000. so , as I say, there is no unifor- 
mity im depreciation. That is oné reason why in setti 
up these figures I showed the profits before depre- 
ciation. 

‘BY MR.MecRUER: &. So that we find that not only 
is there lack of uniformity between milis engaged in tHe 
same industry but there is lack of unifomity in this 
mill, apparently? - Ae Yes. 

Q. Well, I see in the Annual Report, Exhibit No. 
235 the company set out the metbod of depreciation 
for the year 1954. 
MR.KELLOCK: What are you reading from ? 
MR.MeBUER: Exhibit 255.  "“Depreciatitm has been) 
calculated monhly at the fol owing rates : Buildings, 
21/2 %; Buildings ~- Frame 54; Equipment, 104; 
Equipment- Tinweighting 12 1/2%; Copper Rollers 154; 
Automobile (o14) 20%; Automobile (new) First year 
25%; Furniture and Fixtures 10%." Then, we don't 
see anything about how they calculated it in 1955. 
Now, if we come to the next page -- no, the first pag 
completes associated Textiles. The total net pro = 
25 fit for the Pive-ysars amountea to how much before 
Income Tax 7? 
THE COMMISSIONER: You say before Income Tax ? 
MR.MeRUER: Yes, my lord. 
‘THE COMMISSIONER: You mean adding these items 
= together ? 


MR. Me RUER: Yes, I just wondered if Mr.Howson 
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has that ? A. Ob yes, the total net profit from 
1930 to 19355 was $683,349.26. 

BY THE COMMISSIONER: y. Pardon ? A. $683,849.25, 
less United Merchants and Manufacturers Supervi sion 

5 || services $110,600. 

&. You are talking of nct profits after paying the 
Ineome Tax are you ? 3 A. Yes. 

MR.M_CRUER:; Before the Income Tex. 

BY THE COMMISSIONER: .Q. Mr. McRuer is asking 

b uN you for before the Income Tax ? A. Well, I haven't 

got that. I haven't got the totel of that figure. 

_BY MR.MCRUER: Q. Give me the other one} how much 
is it? .A. $685,849.26 less $110,000. for super- 


Vision services, United Merchants and Manufacturers, 


if leaving a net figure of {573,249.26. 
BY THE COMMISSIONER: Q. That is in the last 
column, after Income taxes are paid , is it? A. Yes. 
i. How much is that amount? Aa. $573,249. 
b a BY MR.MeRUER:; 4. How much was paidé to the parent 


company for supervision ? ~~ A. $110,600. 

we $120,000.97 Aa. $110,600. 

w» ¥@ll, the parent company -- 

THE COMMISSIONER: Wheat do you refer to by the 

95 |jparent. comoany ? 

MR.«MCRUER:; United Merehants in the United States; 
my lord. They owm 211 the stock and have paid then- 
selves a supervision charge of $110,000. so that Pnited 


Mierchants invested $726,000 in this Canadian enter- 


— 


30 prise in 1950, along about 1929 or 1930, and in super- 


vision charges and net profits they heave realized 
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$683,249. A. $683,849. 


*¥ $683,849. 
THE COMMISSIONER How mueh did you say ? 
MR Me RUER: $683,849, 
THE COMMISSIONER: Yes, thet is right. 
BY MR.MeRUIR;: How much have they set aside in de- 
preciasion 7 A...A total of $368,659. 
BY THE COMMISSIONER: Q. Mow much ? A. $368,659 
~BY MR,MeRUIGR: & $1,052,0007 &. And in addi- 
tion to that there is $60,000. donation from the 6itizers 
of Louiseville. .0f course, that did not come -~ 
w- Out of the operations but the good citizens of 
Louiseville looked after “60,000. 
MR.. KELLOCK: You are going to. add that ? 
MR.MeRUER: Oh yes, I think so. They certainly 
got the money. 
MR. KELLOCK: I Ge etntiant was due to the tariff 
too 3 
MRMCRUGR: Well, they did not take much chance on 
that. They got a joint end several contracts signed 
by these poor fellows. Well, this company, as I under- 
stand it, and I think it is on the record now, have not 
paid out any dividends ?. Ae No, no dividends. 
«+» No dividends have been declared ; what profit 
there have been made have been ie ft in the business her 
BY THE COMMISSIONR: Q. Left in the business in 
what form ? Ae In increased equipment, their build- 
dings, machinery, and equipment, for instance, have rise 
from $547,000. to $1,307,000. That is the main item. 


a. There is no investments ? A. Now 
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BY MR.MeRUFR: Q. Except -- A. Exeept in 
the subsidiary companies, in the Ultra-Chemical Com- 
pany, which is a small one, $8,400. 
BY THE COMME S510 ER G@ Pardon me a moment, I 


asked you what betes or their profits put back into the 


" @ONpARY's what are the figures you gave me on their 


equipment and -- Ae Their plant and equipment 
has inoreased from $547,000. to $1,507,000., and they 
have to carry a <argar working capital because of the 
greater volume of busi ness they are doing, their in- 
ventory and accounts receivable, 

BY MR.McRUER: @. Their wtbes stands a 
$573,000, ‘The $110,000 has Ae Yes, $575,000. 

G. ‘The $120,000. paid as a supervision cherge, 
that was paid out to the parent company ? A. Yes, 
it was okther paid out or placed to its ents i I 
think at one time they showed a liability. At any rat > 
it has been Pe tule against apasntt sien 

Se Then, we turn to the next company on this 
Bunibis 907, which is the Belding~Corticelli Company, 
and if youwwill Sunt step down ior a moment, Mre 
TOKO Me I want to ask Mr. MacDougall & question, 


He gave us some evidence as to Belding-Corticelli. 


W. FP. aoDovGAL, recalled, 
EXAMINED ) BY MR. MoRUER: Q-. Mr. MacDougall, you have 
been sworn. sen you tell me how the inventory of the 
Belding-Corticelli Company has been valued for the 

purposes of your ennual ee 4 A. In just 


what sense, I oie. do you mean shat: It is taken 
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. 12540 MacDougall 
on our costs. 


«e I do not oe sosts . I think I asked 
a very plain guestion and that is on what basis the 
inventory is valued for the purpose of ineluding in 
your annual statement ? &. Vell, I cannot ans- 
wer anything elise but on the basis of our costs. 

&%, The costs of. the. inventory ? A. The cost 
of the goods. 

QW. Pardon ? A. The cost of the goals. 

%» ‘Take on the basis of our costs; now, what do 
eae by that ? A. Lhe basis of the costs ? 

Ge Yes ? &. Just as they are made up, as 
they are made up. 

~» Now, in the last annual statement of the 30th 
of November, 1935 there is the following statement: 
“Inventories of Manufactured and Partly Manufactured 
Products, Raw Materials, Supplies, ete. priced at cost 
or Lesa. and not over replacement value,"-- 

THE COMMISSIONER: What is thet ? 

LineMeRUUR: “Priced at cost or less, and not over 
replacement value, less Reserves, 382,060.53", 
ve. chet is the basis of the making up of this inven- 
tory. It is stated there "priced at cost or less", 
i want to not fettion A. Well, if there are 
any goods that are written down because of depreciatio 
those goods are waa in at lower ah the original 
production cost. a | 

| & " Shaecwon don't sae up your inventory at 

cost or market, whichever is the lower ? Ae We 


make up our inventory on the Bame basis continuously. 
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Q. That is not the question I asked. It may be 
the same basis continuously, but I say it isn't on th 
basis of cost or market whichever is the lower ? 

As IS As oon tinualiy on the same basis. 
5 BY THE COMMISSIONER: Q That is not the point 
though. We have ‘been tolag here from time to time by 


verious companies they value their inventory on cost br 


market value whichever is the lower. Now, is that the 

way you value it 7? A, No, we don't. We neve 

chenge our mMmsis at all, 
~ What is your basis then ? What is your basis? 

A, Well, I don’t know -- I could not say, we have goft 

such a multiplicity of lines it is impossible to say 

, just what the basis is. 

i BY MRsMCRUER: Q. Mr. MacDougall, when you repo 

to your directors you are able to tell your directors 

on what basis your inventory is made up; I venture to 
sey that you are able to tell them what reserve you 
have in your inventory ? Ae Yes. 

x. Now, you tell me just as franklyps you would 
tell your directers all about it ? A. I eanne 
tell you anything more, Mr. MeRuer. 

4 Do you swear that is the kind of answer you 

25 would give to your directars ? A. It is taken on 

the same basis we have taken it for years. 

Q. I sm not asking that ? A. That 
| basis is a different basis varying on the article that 
is being umrabantenek. In other wards, the cost of 


30 a line is established for each particular item. 


we Now, i want to read you what is steted in your 
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Annual Statement of 1934. Tt is put a little differ- 


ently there. “Inventories of Manufactured and partl 
manufactured products, raw Materials, supplies, ete. 
priced at cost or less, and not over replacement valua, 
5 less reserves $301,989.14" ? 4. There is no 
difference practically in those yeers, I don't think. 
ie Oh yes, there is. One said "priced at 
cost or less, and not omens replacement”. 
BY THE COMMISSTON:R: Q@ That is not all though? 
\ 10 A. Less reserves. 
we There are two"lesses" there, cost or less and 
renladssnnt less reserves ? | A. Yes, 
| «» What does all that mean; what is your basis? 
A. I cannot ma : 
| Le Siseesive you Were explaining to your di- 
rectors what would you tell then ? 4. There is no 
explanation to it except on the basis, the same 
continued basis we have teken our inventory all over 
the years. | 
| +. Then, it is the same continued basis, and 
there is ell the mene reason why you should know whet 
it is end tell me what it is. Whet is it? a, I 
cannot explain it at all. I don't just follow the 
thing . We have one besis thet we use continuously. 
«. What is the one basis you use continuously ? 
4. ell, the basis is according to what the lowest 
market price is. i 
«~ I thought you told me just now you did not 
30 use that as ‘ basis , the lowest market price ? 


A. We have used the lowest market price. We never 
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change it. 
BY MR.McRUER:..Q... The lowest market price of thht 
year? 4. No, sir, the lowest market price that has 
prevailed. 
a. Lhat is, . that. you have ever known ? Ae Yeo 
Q- SO you value your inventory at the lowest mart 
_ket price you have ever known ? A. Yes, sir. 
Qe Well then, that is a very simple answer and 
there is not much difficulty about explaining that, 
Was there ? A. Well, I did not follow ~- 
+e You could not understand the question, I take 
it? A. Noy sire 


«e Now that we have got to understanding it, i 


will be possible for you to work out each year and 
zs tell us how much the inventory would have been had it 
been valued at cost or market whichever is the lowest 
4. I presume thet can be, dow, 
ve Can you tell me how much you have been able t 
36 appropriate to. your inventory reserve year by year ? 
4. Yes sir, that is a matter that has been already 
gone into by the Income Tax Department each year as it 
has been made and the tax paid accordingly. 
«. Did you tell the Ineome Tax Department the bdsis 
5 on which you appropriated it ? Ae The whole figur 
were there and how the inventory was valued. .Tle de- 
preciation teserve has been shown and the whole stuat 
has been disclosed -- has been oe with them fr 
the time it was started . 
30 <» IL.see; when was it storted ©? © As I think 


was -- I would not be positige, but I think it was 19 


i a ee 


{feaueton4 ~  Bpesk 


ie Le 


ead tadt eoliq testrem teowol edt ie colt « 


tts 


4? Yo sotxd tevrem teewol eff .p : Rao FO ve 
* 


tz08y 


é at ‘eonato 


ee 


-SoLtsverq 


ge > te awond teve eved OY todd ,at teat ~— 


uur feowol efi se nese tue eulsy gOY 08 i 


ette ,wer .4 


bao tewens olqmis ytov » af tedt nod ifewW .9 


-, tary giictielexs guods yt Lee Pith dom tom at ovedt | 


a= wolfot fom BIB I ,ffew .s % O1end sow 


etst I ,notteoup sit bast ete bas dou biuoo oY ee 


tie oll ae ett 4 


| oe cee gx tbastetobns ot tog ® eved | 38 tout wo 


ee re a 


LA MEA le + a tm 


Sus 288% dose tuo Atow of voy tot etdbenes ed {fiw 


+» Gob oa ae3 tees ‘queer: r 


- eids tieed evad HOY oom wor em Lie? HOY mB0 eg 


wag 


¢ nwo! t8vS oved sox eoirg tex | 


$i Sed geod eved Bliow yrotmeval edt ‘domm word ey iiee 
> Saowol only et tovedtoltdw seine Bae) ¢eoo ts boulev seed 


’ a : , 
1 i 
eA + ; 
| 2 
J 


: 
} 
‘ 


| 
iF ty 


tL 


? seey Yd Toey evteees vrotaevat sL0y of ofa tqotcgs a 


ybsstls weed cod tadd wittsm s ‘at todd aie eet gh 
tas Ta0t ose Fakadeneot xs? exon oid vd ofnt ono \ 
iigat broves blaq xst orf bas ohom woes end i 


edt trestrtsqed xeT euoonl ill Ltet Bey 6G oi 


gt t éfodw od? oA 


~ob- ait bes sv eam Yrotaeva! ott. wos hae ered orev | 


gt botatsgorcse Oe deidw no 4 bz 


tend elodw edt brs gwode meed esd svreset noltatoeta | 


+ « 
“Pa 


T4714 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 
REPORTER 


oR oNTS Cd CANADA 
12544 MacDougall 
Y. in the war years ? A. I think so. 


Q. And the inventory reserve amounted to how 


much at the end of 1920 ? & I cannot tel} 
you those fignres off-hand.. 
~« AP€ you swearing that the i nventory reserve 
during the war years was shown to the taxing authori- 
ties ? A. Yes, sir. 
i. You are swearing to thet ? Aw Yes, sire. 
. ie 2, And allowed -- 4. To the best of my 
; knowledge. 


w. Well, that is a different thing? A. Well, 


I know the thing has been reviewed. I know it has bee 
gone over with the euthorities and I know that Income 
15 Tax has been wid. 

&, I am getting at the Business profits Tax during 
the war years. You say you know it was gone over with 
the authorities ? A. We have a statement compiled 
in June, 1955, which gces right baek to the original 

20 time of the inception of that reserve. 
“we You have ? A. Yess 
ge From the department ? Ae Yes, 


Ye Probably you could let me have that ? <A.Yes, 


Sit. 

23 Qi Well then, at any rate, the profits that are 
shown on your Profit and Loss statement -- A. Yes, 
sit. 

we -- are not the true profits of ‘the eompany? 
A. Yes, sir, absolutely. 
30 


es fell, they are not the profits that would be 


shown if the inventory had been valued at cost or 
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market whichever is the lower ? 4. They are 
practically the same. | 

ve Oh no ? A. Yes. 

a» It is not the same ? A. Sure. 

we If you take the lowest market price for all 
time and apply it against goods when they are high you 
will put away a seeret profit ? A. The basis 
| that is established whether the merket goes up or down 


is the same all the time. 


BY THE COMMISSIONER: Q. Wheat is that ? A. THe 
basis is the seme ail the time, 

we know the basis is the same, but that is not 
the point Mr. MeRuer is getting at. Perhaps if you 
got some years. Mr. MeRuer, and saw what this lowest 
Fieure ig we might see how ft works. 

BY MR.McRUER: q. Take in the ycar 1935 the 
statement of the Profit and Loss eceount is "PROFITS 
mt the year ended 50th November, 1935, after deduetin 
» || #11 Manufacturing, Selling and Administration Expenses 

but before providing for Depreciation end Bond Inter- 

est, $320,000., Interest on Investments, $11,800., 

Profit and Sale of Investments &20,000,--" I am 

reading round figures -- ebEpveT Interest on Bonds, 
25 || Provision for Depreciation, Provision for Income Tex, 

Provision for Advertising, Provision for Employees 


insurance, Directors Remuneration, Executive Remune~ 


| to Surplus $102,000." _ Now, I do not see anything 
4 in there -- rs a . 


| ration, Legal Fees, $250,000., Net Profit Transferred 
THE COMMISSIONER: I cannot hear you with the 
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talking behind, 


BY UR. M_eCRUER: Q. I do not see anything in 
there that informs us at all as to how much was taken 


out of profits of that year for inventory reserve ? 


5 4H. I think there was a loss taken out. 
Q* Hell, you may have trensferred it the other 
way? A. Which re@uced our merehandise reserve. 
<« it does not tell us how much was transferred 
from inventory reserve to make up the profit of 
' 10 $320,000 .?'° A’ There Wasn't anything transferred 
| because the basis was identically the sam , and that 
being the case, why we made a loss and that loss came 
out of there, came out of those prefits, 
x. You used the same basis each time . Your 
* || peerbertstbeateatte-es $520,000. here ? a. Yes, sik. 
ve S11 right; now, if you haa valued on the basis 
of eost or market whichever is the lowsr what would 
taat profit have shown ? Ae I would not like 
to say off-hand whether there would be any difference 
or not. 
ve You could tell me ? Ae I cannot tell you 
we The mrket was not at the lowest of all time 
last year, was it ? Maybe it was, I don't know ? 
is A. No, I would not say it was at the lowest, 
ce You would not Say it was at the lowest of all 
time. Take in the year 1954 —. 
THE COMME STONE?: “Pardon me a moment; what does 
that statement have reference to , the lowest market 


30 price over all time ? Does that refer to raw material$? 


MR.MCRUER: That is the basis on which the 
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inventory is taken, 

+HS COMMISSIONER: Is that referring to raw 
materials oy what ? 

BY URMeRUE : Q, It refers to everything ? 
ki it refers to -- yes sir, the whole thing would te 
taken in on the same basis, 

x» ‘the whole thing? 4&. Raw material, 
process stock and finished goods. 

«~ Those three things ? 4. Yes, the whole 
thing on the same basis. 

& Now, on your raw Meterial -- 

BY THE COMMISSIONER: Ge hen you say the lowes 
price for all time, how far back does that bring you 
A. Oh, for all time, I mean the lowest price within 
perhaps the last twenty years or SO. 

xe About 1915 I suppose you mean ? 4. Probabl 
about that time. 

BY MR.McRUER;: Q, Mr. Ma@Dougall , how do you 
take your raw material on that basis, the lowest markd¢t 
price for that raw te terial ? A. The lovest what 

ie The lowest market price ? | 4. No, ve tak 
it on the lowest basis, the basis that we have established 


BY THE COMMI SSTONER : @- Now, there is a furthe 


Complication there. I understood the basis was the 


lowest market price for all time ? A. Yes sir, 
within the last number of years. 


~ Now then, you ask that¢ Question again, Mr. 


wemuer. 


BY MR.McRUER: . In Calculating -- 
THE COMMISSIONER: Take raw material. 


BY MR.MeCRUER: @. -- the price for raw material 4- 
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THE COMMISSIONER: What is the raw material ? 
BY MR. MeRUER: 4. What is the taw material ? 
A. Well, it is raw silk, artificial silk, mercerized 
cottons, carded cottons, combed cottons, conbed peeled 
5 || cottons, rubber fhreads. That about covers it. 


we Bow do you arrive at the lowest market price 


for these raw materials for all time ? Aue How do 
we arrive at it ? 


w Yes ? A. If we arrived at a basis of say 
10 | | 


$1.50 for raw silk that would be the basis we would 


ecntinue on continuously, 
ae You Just take an arbitrary basis which you 
bonsider was the lowest 7 &, No sir, 
we Or did you go to find the lowest market price? 
i A. What we actually paid, 
Q. What you had actually paid ? A. Yes. 
we Then, we aake the lowest price you had ace= 
tually paid for this raw material over a period of 
28 20 years and take that as the basis for your inventory? 
i. That is our basis. 
ve Now, if you had taken it on the basis of cost 
or market over the period of the Piiadanoye se year it 
rould obviously make a idforesce in your prori st and 
25 |Loss account ? A. I don't know just what the 
Potual working at. or it would ‘be. 
"HE COMMISSIONER: Well, it would have +e he a 
hi tfor: nee because on the one hadid - you have the lowest 
price of alk the years, the pooner; not the average, 


30 the lowest price of all the years so any other price 


ould ave to be Pate Md 
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BY MR.McRUIR: & Now, when this matter was 
heviewed by the Income Tax people was it aiselosed to 
hem that your basis was the lowest price that you had 
paid over the period of years ? Ae I would not 
hike to say that, 
Se You would not like to sey ? &. No sir, I 
lon't know that. 

ve You might let me have that sheet of 1935 when 
ou say it was reviewed ? Ae Yes sir. 
; 10 Qe Did you deal with the Income Tax Department 
fourself ? A. No sir, 
Q. Who dealt wi th them for you ? A. Our 
qeocountant. 
ke What is his name ? Ae Stewart, and 
8 Mr. Pollock, our Secretary. 
ve Mr. Pollock ? A. Yes, 
ye Now, I cieet te Look at these years, 1916, 1917 
1918, Take the year 1916. ‘The profits for the 


yjcar ending the 50th of November, 1916 were 
20 dete 


& 


$225,126.90. it is stated in this that “Inventories of 
heme taahured and partly manufactured product, raw 
aterials, supplies, er oy &722,452.63",. Now, there 
nothing in there tc show they are valued at market 


or to show how they are valued. ‘Then we go to 


iPehibit No.-= or not exhibit No. we go to your annual 
4 sheaadal of 1917. The profits are stated to be 
i252,999. and "Inventories of mamufaectured and partly 
wnufactured product, raw materials, suppliss, etc. 
30 


ine reserve that was set up there ? “© A. I think it 
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Was just a wt of custom, or it was decided possi 
bly at that tine it should be shown that there was a 
reserve. 
BY THE COMMISSIONER: we How does it read ? 


You say the profits are $232,000 and the inventory 


$714,000. What else is there ? 


-MR.MeRUER: It ceaiar "Tevantexied of mametaes 
tured and partly manufac tu red products, raw materials 
supplies, etc. Ladsicenerys™, 

THE COMMISSIONER ; It says “less reserve" , 

MR.MeRUER : Less reserve, that is the first time 
that I see that it appears, Wf 1918, it reads, 
"Inventories of sg eaiiatn and partly manufactured 
product, raw materials, Supplies, etc. less reserve, 
$930,950. 47 and then the next one -- 

THE COMMISSIONER; Pardon me, what document are 
you reading from ? 


MR.weRUER: I em reading from the annusl state-~ 


ments of this companys They will be filed in a mo=- 


ment. 

THE COMMISSIONER; When the words "less reserve" 
are contained there prominently it must have put all 
concerned on their inquiry. } | 

MR. “MeRUER: Oh yes. What I want to know is 
whether the smount was shown in an account in your 
books ? | A Yes sir. | 

a. T+ was ? ag A. Yes, sire 


BY THE COMMISSIONER: @ ‘That is the amount of 


the reserve ? Ae Yes, sir. 


BY MR.MeRUER ; we Each year? A, Yes, sire 
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| Q. AS far as your company was eoncerned you made 
a Calculation of what the inventory would be at cost 
or market whichever was the lowest and you made a cal- 
cule tion of what it would be at the lowest market price, 
5 or lowest price you had paid for it over a period of 
years and you counted the difference as reserve ? 
4. The difference should have been the reserve, 
w. That is the way you calculated it, was it ? 
A. I would think so, I don't know, 
10 w- I just wante to be sure of that ? A. I don’ 
know tha te 

w- What I want to get at is, is the amount that i 
shown on your books the whole reserve thst is set asia 
&e So far as I know it is, 

THE COMMISSIONER: On the way you are calculating 
everything would be perfectly in order ? 

MR.MeCRUER: Yes. 

BY THE COMMISSIONER: Q@. That is if you show 
cost or market value whichever is the lower, and then 
show the reserve, and then when you are asked to ex- 
plain the reserve it means the difference between that 
and the lowest price of all time the everything is 
clear, but I am not so sure from the way the witness 
answers whether he knows ? Ae I am not abso- 
lutely sure about that, 

MR. McORUER : Thét is the point I am getting at. 

THE COMMISSIONER: Perhaps Mr. Kellock can tell 


us who is the witness is. 


MR. KELLOCK: he accountant, my lord, who 
should know was here. He received a wire thet his 


wife was ill and he had to go back to Montreal. I 
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think the witness does not know, according to my 
instructions. — Although Mr. MacDougall ought to know 


more about his business than I do my instructions are 


that we are on the wrong track here entirely. 
5 MR. MeRUER: Well, Mr. MaeDougall has pent up 
in this business, 
TH! WITKESS: On the other hand you. asked me a lo 
of questions that go years back where I had no contro 


whatever over the business. 


Page 12355 follows. 


i a ’ a _ : - ; y a J - ~~ fhe iene i in) a = 
: i oe ee Pos ee u via “ 2 bape ck rs: 
y , a ois Az en said ? 
eres .  AGAMAD nanan OTHOR oF ¢ 
maori . acest = x ta 


yx of galht0008 « ,word som 2008 agent i ett satdé | 
pe «Gs pique Liaguodoslt «7 dguodt LA “senoisownteat 
& ano teoseat ent ya of I sed? enentand eid tuode stom =| a 
2yion id mo eted aowet gacrew oft Feta) 8 ow ‘geud \ 
gs mwoxg 2ad Lleguodest aM Liew axusont ce. 8 
: vezentaud ade at | 
5 on bextan, 0% band net © anit 20 com aut 
+nco om Bed 1 ered goss axeey OS tans nolt aon? “Se 


ssaodiend eft 1979 9 xovetade | 
OL 


»ewollot easel enat ‘ nap i 


a 


if] 
gy 
ti 
: 
it 
ii 
| 
i 
‘ 5 
: 
ij 
iW 
i? 
. 
i) 
7 Bis \ 
:, i 
: 
hig » a. -f 7 
F : 
4 
eee SPORLISM oi 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


‘ORONTO 


REPORTER 


CANADA 


10 


15 


20 


25 


30 


12355 . MecDourall 

Q@. I will only go bagk to 1935, 

4. it is @ little difficult for me to armwer. 

Q.. What I want to know is whether the emount 
the t is shown on the books as reserve is the actual 
amount, if it was comuted on the basis thet we 
suggest, and that is the lowest market price, the 
Lowest price you paid at all times +- thet is one 
level -- cost. or mexket on the other -« em if the 
portion in between will show on your books as 
reserve, then we are perfectly clear, But if it 
shows eas something else end your inventory is eal- 
culated on the lower basis, then there is somet hing 
to explain, | A. I think it is calenleted 
on the basis you sey, but I would not be positive. 

Q. Mr. Shepherd is in Montreal, and we will 
esk him to¢ell end see Mr. Pollock and see if 
he ean find out. 

BY MR. KELLOCK: Q@. Whet did you personally 
have to do with the taking of your inventory? 

4... I heave nothing whstever to do with it. 

Qe How long heve you had nothing to do with 
tacing your inv matory? 4A, I have had 
nothing to do with the inventory for a good ma ny 
years, | 

Q. When the inventory is priparse it is 
prepared by sonebody else entirely on the company's 
staff? A. Yes, 

Q. And when you see it, itis comple ted? 

A. it is completed, 

Qs,.4nd whet have you got to do with it ? 

4. iI just simply look over it and fing out whether 
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_ the goods on this inventory ere saleable merchandise. 
ie Yes, Is not this the situation, Mr. Mac- 

" Dougall. that whoever it is thet tekes your invento 

he puts a own in detail ell the airferent kinds of 

5 "geetn. xen. have got from the rew meteriels right 
through $0 t he finished produe t you have ready for 
gele, and that is put down on the basis of current 

| market velue, current costs besed on current market 
ve lunes? 

| THE COMMISSIONER: You say current costs based 

“on current market values? 
MR. KELLOCK: Yes, 
THE COMMISSIONER: Is it current merket velue? 
MR, KELLOCK; It is the stenderd cost based on 
| current market value, | . 
THE COMMISSIONEK: But whet ao you hean by 
besed on aurrent market vyelue? 

MR. KELLOCK: It is the same thing. It is the 
newness cost whieh is obtained by taking the current 
market value, By lord 

20 THE COMMISSIONER: When you are desling with 
3 inventory you are valuetina, 3 nike 
MR. KELLOCK: Well, I will sey current w line. 
‘It ise question of ‘current ve lues. 
BY MR. KELLOCK: , Q@. And when. it comes to you, 
25 Mr. MeeDougell, ; “tha t wor hers all been done, and you 
Look it over and see “is you cen sell these goods 
et these prices? See A. “Thet is the idea. 
Q, OF ata profit over these seeen* 
he Yes. | 
| oe dnd ‘if you come to the conclusion fram 
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your knowledge end experience of the whole business 
thet you cannot sell at these prices, then you de- 
preciete the items you cannot sell et s profit at 


these prices so as to teke o-re of that si tua tion, 


pF A. Yes. 
Q. And is not that the only deduction you meke? 
A. No, because we do not teke our inventory on the 
ectuel current cast basis. 
MR. KELLOCK: I bee pardon <= 
THE COMMISSIONER: Mr. MecDongell hag told us 
) 10 


quite positively thet these things are wilued, not as 
you put it there, tentatively according tothe merket 
value end then re-exemined to see whether they cen 
be sold on thet besis at a profit, but he Bays point 
blank that they are taken at the Lowest ‘value pre- 
15 veiling for all time, thet is to say twenty yeers. 
He cannot ride two ‘horses, it is either one thing 
or the other, | 
THE WITNESS: There ere slisht variations in 
then fron time to time. 
36 MR. KELLOCK: I think we shell have to have My. 
Pollock here, because my instructions are ai fferent. 
THE COMMISSIONER: The thine ig to have the prop 
person here go that we can ect right to the bottan 
without ény further delay. 
| ~ MR. E. J. HOWSON, EXAMINATION CONTINUED, 
rb BY MR. McRUER: ~~ qQ, Now, Mr. Howson, have you 
the enswers to the mestionnsire on Belding- 
Cértiseris “P “peng ony, F 
| Q. This will be put in as an Exnibitc There 
are some suppl enentary exp lenatory stetenents that I 


30 |! will just attedh to it. 
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THE COMMISSIONER: This is question end san swer? 
It will be Exhibit 908. 

EXHIBIT 908: Questionneire to Belding- 
Corticelli Comany with 
supplematary ex plan atory 
statements, 

MR. McRUER: The next Exhibit, my lord, will be 
the finenciel statements, the balance sheet and 
profit and loss statements of the 5elding-Corticelli 
Company from 1911 to 1935 inelusive, 

THE COMMISSIONER: Thet will be Exhibit 9096 
) ig EXHIBIT 909: Fine neiel statements, 

beleme sheet and profit and 
loss statements of Belding= 
Corticelli Comeny from 
1911 to 1935 inclusive, 

MR. McRUER: For the purposes of the reeard, 

in my exemination of Mr, MecDougall I was referring 
15 to strtements conteined in Exhibit 909, 

BY MR. MeRUER: @. We have hed some history 
of the belding-Corticelli Comeny, but it is a 
little imomplete yet. The company was incorporeted 
when, Mr. Howson? & April 7, 1911, 

@. Teking over the business ofall the other 
companies? A. The Beldim Paul Compa ny 
Limited, the Cortiecelli Silk Company, the Cascade 
Nerrow Webrie Company and the Orientel Silk Compe ny 
Limited, 

@. Mr. MacDougall gave some evidence et pace 
7784 in reference to tie original inca poration. 
Apperently these compe nies were bought up by the 

Dominion Bond Company end the Dominion Bond Comany 
incorporated the Bela ing-Corticelli Company, sold 
the shares of the other compeniec to the Belding- 


30 Corticelli Company. Mr. MacDougsll put it this wey 
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at page 7784: 

"A. Well, I @on't know that I can give you 

thet beceuse the only thing we cen possi bly 

give you might be the Belding Peul Company. I 

doubt very much whether I emla Sive you that. 

Thet matter was handled entirely by the 

Dominion Bond Compeny, who bought up the stock 

‘Of these various companies and formed this 

new c aupeény, * 

I em trying to eet fron the Dominion Bond Compa ny 
whet informstio® theré was in reference to the ori- 
Zinal ine orporettion. Now, Mr. Howson, what was the 
capitel set up of the ¢ Ompany? A. There 
was 6 preferred stock issue of $840,600 on April 11, 
and on June 28, $12,500, ana veptenber 15, $1,300, 
@ totel of $854,400 in preferred stock. Common 
Stock wes issued on April 11, $745,200, - June 28, 
$5,000, September 15, $1,500, making a totel of 
$749,500. On April 11, 1925, 5 per cent convertible 
debentures were issued to the amount of $750,000, 
meking a total of $2,353,900, 

Q. The preferred stock bore interest at what 
rate ? A. 7 per cent, 

@. Heve there been &iy changes in the eapital 
structure? A. Yee, bonds heave been exchanged fo 
preferred speck, 

. When @id thet teke plese? A. Tran 
1913° to 1915. On November 60, 1913, there was 


¥5,548 of bonds issued for $5,800 of stock, and on 
May 1, 1915, $4,866.67 of bonds were exehenged for 
$5,100 of preferred Stock, meking a total of $10,900 
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sud bringing to preferred shares to $865,300, 
Were these bondg sterling bonds, Mr, MacDougall? 

MR. MeeDOUGALL: *terling, 

BY MR. KELLOCK: Q. How would thet ineres se 
the preferred? A. They surrenderea the 
bonds and took preferred stock for it, 

@. The bonds? &. The convertible 
debentures, 

BY MR, McRUER: Q. So thet the cepital out- 
Stending now is $865,300 in preferred stock and 
10 $749,500 in cannon stock? &, Yes. All the 
rest of the debentures were redeemed between 1913 
end 1935, 

Q@. Yes, How mich was the total? 

A, $750,000 wes. the origine] issue, 

S- But there were some exchanges? A. $10,000 
were exchanged, end $729,585 were redeemed, 

@. Is there anything. to indiente whey these 
débentures were redeemed? A. I think the 
financiel statenents would Show the reduction in 
the emounts from year to year, 

@. At the end of 1934, $65,000 was outstanding? 
4. In debentures. 

@. And in 1932, $101,000; 1932, $137,000; 
1981, $179,000; 1930, $220,000. So they have re 
deemed $220,000 of these debentures in the lest five 
25 || years? “A. Yes, and in the lest tei years 

$367,860, 

Q. $667,000 in the last ten years? A. Yes, 
Q. Now the preferred stoek tiat's paid 7 per cent 
throughout since 1911? There heve been no chenges in 

sens the rate? A. I think tht is correct. The 
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12261 Hows on 
first dividend was psid Novenber ©0, 1911, for 
seven months. 
@. Oh yes. Now, just to put it on the record, 
Exhibit 909 shows the preferred div id@ds in 1911 
encant ed to $51,965.50. You heave not by my e hence 


‘tabulated these preferred dividends? A. No. 


We ha ve the total amount paid on preferred stock 
from 1911 to 1935. It was $1,483, 840.75. 

Q. How much on the common? A. $524,650. 

Q. Are you able to tell us what portion of 
this Stock wes issued for cash as fer ag the records 
go? | A. The consideration set up on the books 
for the issue of the stock included e good will iten, 
trede marks etc., emounting to $948,323.56. 
| Qe Yes, that is more than the whole ¢ amon 
stock? | 4. Yes. in other words the total 
Securities issued were $2,353,900, and the ¢onsi dera= 
tion received by the SGipany wes thet emount in 
assets end cash less $948,522.56 for good will, 
trade merks, ete., and $150,000 far discount on t he 
debentures. The rest of the Seaete were mede up of 
9258, 094 in cash, end the belame in physical assets 
teken over for sheres, I think they cerried the 
Oriental Silk Company sheres as an esset. 

Qa. Se this cebenture issue of $750,000 thet 
was sold was turned over to the Dominion Baad Company 
in return for sy A. I eennot tell you that 
from the returns. I guess thet is right; ak the 
Dominion Bond Compeny is indiceted here as heving 


been the receiver of the convertible deben tures, 
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@- Well, if it wes turned over to them ag 
pert of the purchase price of the assets, I em 
a wondering why the discount of $150,000. A. They 
must have turned the debentures over at a discount. 


5 Q@. Yes, of course. So the capital outstending 


wes $1,100,000. Thet is good will and discount? 
A, Yes, at thet time. 
“Q. At thet time. That good will hes pertly 


been written off, A. Partly so. In the 
period from 1911 to 1935 they have written orf 
) 2 $448,350.56 in good will, Mr, Davidson tells me 

thet the beleace of the @00d will was written off 
to transfer from sinkine fund reserve. 

q:° we thought it was s1° written off. The 
total capitel outstending you told me was how much? 

i A, Today? 
Q@. In 1911, A. $2,264,800. 


Q. And of thet $750,000 was in bonds? 
A. Yes, 
@. Leaving a shere capi tel of $1,514,800? 
o A. $1,614,800. 
Q. That is right, $1,614,800, and of that 
#948 ,000 is represented by good will? 
A. $150,000 discount. 
@. I heave taken the bonds out eltogether, so 
we cennot count it twice. $948,235 is repre sented 
by good will, leaving a balance of what? 
A. $666,000. Would you just go over those figures 
again, 
| Q. Capitel, $2,364,800, A. Theat includes 
bonds. : | . 
‘i Q. Then I take $750,000 off the bonds. 
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A. Yes. 

Qs Leaving a share capitel of $1,614,800. 
A. Yes. 

Q. And good will $946,235? Ae Yes. 

Q. The. net share cepitel after deducting 
good will is $666,000. | 4. But you shoulda 
teke off the $150,000 beceuse your bonds are still 
on the books at $750,000... The net value of tangible 


assets teken over was $516,476. 
G. All right, $516,000 in round figures, 

10 Well, on thet taken over et thet time, on the 
$516,000 essets teken over by the company at that 
time, there has been paid in preferred dividends 
$1,483,840, 75. Thede oes, 

@. And im common dividends $524,650, a totel 

15 of $2,000,000, A. $2,008,490, 

BY THE COMMISSIONER: @- Wheat is the figure 


Or tengible assets teken over? 

MR. MgRUER:: $516,000. Preferred dividends 
$1, 485,840.75; common dividends, $524,650, making 
in round figures $2,007,000, end they have paid 


x ell the interest on the bonds and redeemed them, 
| THE WIDESS: © They have mt redeened them out 
of thet, 
MR. MeRUER: Not out of Gividends, but they have 
out of the profits of the company. . 
25 


THE WLENESS: Not necessarily, 


BY MR. MoRUMRs @,. Where did they get the 


money? A. They would be redeemed oat of 


accumulated profits to gane extent, yes. 
Q@. Where else would they get the money? 
30 4. In your caleulations I do not think you are 
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including in it -~ the tengible assets esmount to 
$516,000. 

Qe - Yes? A. They have vaid these divi- 
dends, end they heve paid debenture interest, and 
they heave written off good will te the extent of 
$448,000 out of those or ofits, 

Qe Yes? 4&. And there ere sone other 
miscellaneous iteas, dise ant on debentures $91,000, 
loss of Oriental Silk Company investment end of the 
Austrelian business of $45,000. 

THE COMMISSIONER: When they celled in the 
debentures they issued stock for them, didn't they? 

MR. MgRUER; Jyst. a small amount. 

THE WITNESS: - They were convertible debentures, 
end sboat $10,000 took advantege of the eonversion 
privilege, . 

MR. McRUER: The rest- were redeemed outright. 

THE WITNESS: After doing that there was still 
a belence of $800,000, 

MR. MGRUER: Theat is Surplus, in the surplus 
account, 

THE WITNESS:. Yes, 

BY MR. McRUBR:  Q. Now we will deal with the 
last ten years of Operations of this eC opany as shown 
in Exhibit 907. You start off with. the first figure, 
ean ted employed in Operations $2,544,8625.99,. A. Yes 

THE COMMISSIONER: Theat ig in 1926, 

MR. MeRUER: In 1926, 

BY MR. McRUER: _ Q. . Thet includes the original 
investment of $516,000 in bonds that were outstending 
at that time? A. $67,000, 

&-  +667,000 for bonds? _ 4. And the preferre 
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12265 | Howson 
stock of $865,000. 
Q@. Yes, but you sey thet the tengible assets 


of preferred stock were $516,000 at the start, 


A. Yes. 

Q. But you have taken it in there at the full 
book value. A. ‘The capital employed in opera- 
tions represents the difference between the assets 
end the liabilities after eliminating the good will. 

Q@. Yes, all right. A. Then we deduct the 
bonds and the preferred stock in order to get the 
common stock equity et this perticular time, 

Q. Yes. Well, in 1926 the cevital employed 
in the business, efter heving paid the dividends 
thet had been paid up to that time and taken cere 
of the bond interest end soon, hed evidently in- 
ereased to this figure? A. Yes. 

Q@. And we ere starting off, then, at that 
time. The capitel employed outside the indus try 
was $106,662.15. Thet would be in outside 
inves tment? | A. Yes. 

@- And you deduct the bonds and the preferred 
Stoex, and you find that the common stock has ean 
equity of $1,418,847.00. A. Yes. 

Q@. Now it is a fair observetion, is it not, 
thet there was more set up for good will in the 
originel capitelization than the whole amount of 
counon stock? he. Yes. $749,000 was common 
stock, 

Q. $749,000 was issued as against $948,000 of 
good will. : A. And the other securities. 

@. So the Souliehi stock, which I think it is 
fair to teke as issued for good will in 1926, hed a 


_ . ) “a base Sn ni Pin, “eho an > os - > 


. a LS ; "4 1 e _ oimaanoonaTe ee 
7 es =< Bipmncend 
“no awcH cs vows a wa 
a ~ 7000, 888% te a06¥e 


 gepteees old ignet exis tent ye voy tnd .30F ag .F 
tiave silt vs bach waited ow doote herietes ‘to . 
- "feet sa 
fist ott ¢a stad? at ¢f novied eved pot fs “2D = 
/ ~gisqo mi beyolqms Leritgeo off A ee * len ay ‘acod 
| eteesa“eds aoowsed “SdmeTeTIL® off adueestqet saolt 
ittw ido g? wid Gabiedind ts tetas etstitdel font “bas 
ent fewheb ov aot? .A wtdait fis (eeY .0 | 

ai? fon of wobto at code bovretexg ois “ne ahead 
,omld ‘taidsitxed aide te ySinpe Asote nommos 
Setpigite'fes Biss adv Wa0t nk” \tiew “Seer 3" 
ehasttyib oa} Bisq sifved 1631s ,aeontand ont at 
ates texted baa omit sedt of es blac ased bad tedd 
at Ulfmsbive bead ,G6 08 Bus seoteral Sade edt to 
woY LA fstugtt sits 6F ‘Beanere 
-  “Sett ts (wed? Tto gaulétate ets ow bod 5 
‘pantedt “Sdd eo htbdud Bayo tdim “Iefiqse od? omit | 
sitetso ai ed bisow teat F “a a0 eew | 
rae te al  Ttnsmteovat 
bertetest edt has abaod ent tenbeb soy bad 
se aati wots sommoo ait saad ‘bat HOY ‘baa ““e0te | 


* ,weY ~.A 500.786, 18 1% To “ye lupe 
) . ton si ot a0 braviwedo tiet 8 sf ti Wo 1p 7 
af. “dd it Lf tw boog toi q¢ tou etom ‘aan ots dd Salt 


te tuaiéme sfodw edf aadf de tone Liettqso “Lastigtso 
MOM BOW ood ead SueY™ a ‘$hoote mmo 
GOL OI saa loots 

6 000, enet deaie sa es bovadt esw F000 eave a] 
‘Sg givhaleee teitro “sdt nak “SR paar ed | 
ot ¢f amidt I dolaw feote momo Te oa || en a 
hep ise hla Fs thaw’ so0d Bes bale a Wie a0 Ale | 


‘9 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


——— 1286 6 Hows on 


value according to their Tecords of $1,418, 000, 
and in 1925 it had bec ane #1,654, 000. bre Yess 


-- The Commission took a shor; recess, 


~- On resuming, ' 
) BY MR. McRU ER: Q. Now, Mr. Howson, following 
up the statement of the Selding-Corticelli Company 


caiteained in Exhibit 407, you heve here the net 
revenue applicable to ¢ amon stock equity} thst is 
alter o eying all bond interest, preferred 83 tock 

10 dividend, income taxes and everything clear «=. you 
heave to epply on this ¢ amon Stock that wes issued 
100 per cent for go0d will, "net. revenue applicable 
to comnon Stock equity" in 1926, 984,375—46; 

1927, $103,745.10; 1928, $129,548.53; 1929, 

15 || $151,744.26; 1950, $91,959.92; 1931, . $28,133.04; 
1922, #58 5202457; 1935, $35,085.02; 1934, $37,792.29]; 
1985, $61,769,05, Or in. the five years of depresai on 
mer” A. From 1921, do you méeen?. 

Q-. From 1941 to 1935 the company hed how much 


that was eveilable to @pply on the ¢ anon stock 


2 dividends? ihat is the sum for those five years? 
A. It is over $240,000, 
Q... Over $240,000 on e stock tha t did not cost 
anybody eny thing, | | 
MR. KELLOCK: Did not eost anything? 
25 


THE COMMISSIONER: . Wheat do you meen by that? 

i\ es wes, ell issued for good will, 
MR.. MgRUIR: It wes ell issued for good will, 
od I will heve. the evidence Of the Dominion 
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MR.e ALELLOCK: Do you know thet the common 
Stocx did not gost enybody anything? 

MR. MeRUSR: .Certeinly it did not. Pert of the 


preferred stock wes issued for good will, 


MR. ABLLOCK: Byt did not the shereholders psy 
enything for it? 

MR. MeRUER: Not the peqle tht got it if 
it wes issued for good will. | 

MR. KNLLOCK: » But what did they pey for it? 

MR. MGRUER: Theat is the profit the people made 
' on the synd icate. 

WR; KULICK ron het be wnat: been proved, Why 
state it until it is in evidence. 

MR. MeRUER: It wes issued for good Will, and 
if it wes issued for cesh it should be set outin 
A the books es cash an! not as for good will, whieh 
is the way the camany treated it. Certainly it 
is your compeny end if it was not issued for good 
will someone can go into the witness box and g ay 
thet itwas issued for cash. 

20 MR. KELLOCK: Good will is the consideration SO 
fer as the company is concerned, but what the sheres 
paid is what it cost. 

ME. MeRUER: No, we asked in the return what 
wes issued for cash end what was issued for other 
me consideration, and we are now ded ing with the matter 
on the basis of the return which the company hes made 
to this commission. I em tekine their wrd for it, 
thet it was not issued for cash, 

BY MR. MeRUER: @. Now Mr. Howson I want the 
net orofits for those five yesrs, 1931 to 1935 in- 


30 
clusive, the sum of the net profits which this company 
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mede in that period. A. $559,070, 

@. So thet the comeny made in net profits, 
»atter peying income tex, depreciation end every thing 
thet we gen charge egainst their operations -- 
whet did you say it was? | 

THE ‘COMMISSIONER: You ere down to the lest line 
on the page, ere you? 

MR. MgRUER: Yes, my lord, 


THE WITNESS: That is the net profit on seles, 
Mr. MgRuer, without eny addition for outside investe 


10 
| ment income and without any deduction for income tax. 
“THE COMMISSIONER: It is ell besed on sales. 
It runs from sales down. 
BY MR. M@gRUER: Q. Now Mr. Howson, civeme the 
het profit after the payment of ine ome tex, for thet 
15 - 
five-year period. 
THE COMMISSIONER: Thet is something to be added 
to the figures here, isn't it? 
MR. MeRUER: Yes, it ig not shown. 
20 
(Pege 12380 follows) 
25 


30 
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A. Well, your income tax, of course, the net profits 
before dealing with the Income tax should be increased 
by the outside revenue. 

Q. Well, these figures wiil give it to mes 

THE COMMISSIONER: I see you are charging, are you 


the whole of the Income tax to the sales? A. No, 


this net profit is the aet profit on the sales before 
being affected by any ather factors in order that the 
10 percentage of profit in relation to the sales can be 
determined, 
Q. Then you have that here, You say that is no 
the whole net profit? A. Noy 
Qe Because there are investments. 
bi MR. MeRUER: @. The total amount of the preferred 
Gividend added to the total amount of revenue availabl 
for the common stock equity. You have given me the 
one figure? A. No, that is not right. Those 
20 figures, I thought you were talking about net profit 
on the sales, 
Q. No, I just want the net profit after everything 
before division among.the shareholders, 


THE COMMISSIONER: Are you talking of one year or 


25 
five years?: 
MR. MeRUER: Five-year periods 
THE WITNESS: $543,836.00. 
THE COMMISSIONER: Pardon me, does that represent 
30 just the addition of those five items here? 


- WR. DAVIDSON: We took the net revenue and added 
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back the preferred dividend, 
THE WITNESS: That is net revenue applicable to the 
common stock equity. 


Q. Because that amounts to just about the same thing 


i notice, net profit arising eut of sales? A, There 
would not be a great deal of difference because there 
would be outside revenue against which wuld be deductdd 
the income taxes There would be some difference betweqn 
10 the twos 

MR. MCRUER:; Q. Apparently in the five years, which 
I called the depression years, the company earned in 
net profits, after paying bond interest, income tax 


and everythiug of that sort, more then the total amoun 


of cash invested in the compeny at the inception, 


$516,000? A. The tangible assets you mean? 
Ge YeBe A. Yes, that caleulation would show 

that. 

20 Q. New, the net profit op sales of this canpany 
from 1926 to 1955 seems to have been very uniform, 
the lowest point in 1931 being 3445.% and the highest 
point being im 1928 of 694 % and the year 1955, we hav 
Sh? A. Yess. 


Q. Now, in arriving at these figures was any 


allowance made for transfers to this inventory reserve 


Ae No, we took the company's accounts, 


 @e The Company's accounts as they stood? 
30 A. As turned in to us, the only thing that was done 
was to treat the inventory reserve as part of the 
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THE COMMISSIONER: @. Do I understand the questiaj-~ 


naires refer to an inventory reserve? Ae YeS, 
MR. MeRUER: Q. How much was it stated to be? 


THE COMMISSIONER: Wheat year are you talking about 


MR. McRUER: It ran over a period of years» I migh 
give you the minimum or mximum, 
THE COMMISSIONER: Does not it still run? 
THE WITNESS: YeS, At the end of 1926. stood at 
| 10 $400,000, at wah end of 1927 stood at $406,000. at 
end of 1928 9405;000+.. At the end of 1929 $559,965.0d, 
At the end of 1930, $467,387.00. At the end of 1931 
$555,005, At the end of 1932 $295,943, At the end 
of 1955 $267,856, At the end of 1934 $241,367, At the 
end of 1935 $257,148, We treated that as free reser 
We did not treat it in the same way as we do depreci- 
ation reserve, We took the inventory at the book 
value as part of the capital investment, without reduc 
20 the value of it before reserve, 
Q- Well now, the inventory reserve in 1926 was stated 
to be how much? A. $400,000 even, 
Qe Tam looking at the balence sheet contained in — 
Exhibit 909 which shows the inventory at $691, 7196? 
A. That is right, The inventory here is $1,091,00 $ 
q. So that there apparsatly was about a 40% 
depretiation that year? A. Yes, sir. The 
reserves stood at a little less than 40% of the total 
30 of the imventory. 


MRe KELLOCK: Which vear? 
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MR. MeRUER: 1926, — 
Q. What do you say it was in 1927? A, $406,000. 
Q. And the reserve was $654,000, so that it was abd¢ut 
same ? - “A, No, the inventory, 
%. The inventory $654,000? A. The highest 
figure was in 1929 when the reserve stood at $565,925, 

Q. The inventory that year was how much? A, 
71,560,000, so that reserve was considerably higher. 

Qe The reserve shown on this balance sheet is--—- 
A. The inventory shows, 

Q. The inventory shown on the balance sheet? 
A. The inventory shown here is $1,053,000, and the 
reserve $557,965.00, so that would be the <ifference, 

Q. So that the inventory was written down about 
3500, 000? | A. Well, the reserve was brought up. 

Q. Whichever way you like put the inventory at any 
rate was shown in the balance sheet at $495,000, 
which would be less than half of what it actually was. 
But there is the statement in the balance sheet"Inventdry 
less reserve," 

THE COMMISSIONER: Without showing ok much less? 

MR. MeRUER: No, my lord, 

Q. So that it would make quite a difference in the 
ré-casting of these figures of profits that were made 
in these various years if the inventory was show at 
its full value. | 
"“°MR, KELLOCK: well, i8 the witness familiar with tHe 


raw material costs over period of years? 
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to you at? 4a. If what Mr. MacDougall says is 


THE COMMISSIONER: Let me hear your qiestion again 
MR. MeRUER: Q. It would make quite a difference 

in the re-casting of the "Balance Sheet" if the invent y 
hed been shown in their Profit and Loss Account and 


balance sheets as at the figure that they reported it 


the method in which they value the inventory there woulld 
be two bases of fluctuations, The inventory being 
fixed value all the time there would be fluctuations 
between the rise and fall of market value and there wo 
be the fluetuation between rise and fall in quantities, 
as between gach years 

LR. MCRUER: So that while we have compiled here 
a Statement from the returns that they sent to you 
it may hot reflect the whole story of the operations, 
of the profits of the Company, 

MR. KELLOCK? Surely, my lord, 

THE COMMISSIONER: See what he can say. 

THe WITNESS: It might reflect the correct result 
from year to years 

MR. MCRUER; . Because the reserve was fluctuatin 
As Yes, Of course I am not clear yet a8 to the basis 
on which this inventory was taken? and so I am not able 
to make any definite statements 

te NO, we probably will have to find out a little 
more about thate Well, I think that is all I can 
Srctbbenftia with. 

THE COMMISSIONER: ‘That is, you are through with 


Belding-Car ticelli? 


0 27 CH SoBSL AQANAD - 


aisge solieom wwoy ised em tel «8aMOL@SDMOD INT | 
eqerelith s etiup etem bivow tl .6 sKiUeM AM | 
(tpsaeval edt Ti "feeds eonsleG" ent To guivaso-e1 exit at | 
Sis gavoood eeQl bas tMoxl tiedd mi awode ased bed | 
éi Detiegszt yess deat emg it ont $8 @8 @¥eeha seasied | 
| St ayes [isguoGeaM .aM ted 21 14) »- .. tte woy of | ; 
wou oisdd yrotaeval eid euley yedt dotdw ak bodtem eds | 
giled yrotaevai eT  ,edaidsuteutt to eezad owd ed | 
enoltevdoult ed Bivow ereds euld ei? {Is eulsv bexlt me 
(wow ezods 528 exiey Jezism to ifel bas oait ont soewsed | 
| ,eetiivaaup af [ist bas ealt geowted aoitsudeult edt ed | 
RELY  95Oey, Aeam Beewied as | 
ered beiiqnca eved ow oltdw. tast 08  .GEUASM ,M 
NOY oF Thee yods tad aateter edt Mort taemetade s | € 
»A2KOltstwgqo edt to yuotes eiode eit toelier Jon ysit gt | 
+ Yasemoo ond to asiierg ead -to | 
SrOL Wm «Wee... FROME A. | 
+8 009 ef Ho oe. sARKOTEOTONOD AE | 
ivget #oorz00. edt doetter tigin tI :26EMTLN SET. | 
stsey of 120y nord 2 | 
sausoult saw evieset of) sausoed 2p TU HOM oe | 


aad eft of &@s fey tsole jon ms [ egiwoo 20 .BeY¥ .A | 


ide ton we X op bas famiss saw yrogneval etd? doidw mo | a 
|  sitemodede etiatted yas exam of | 
eidili » tyo Sait of evsd Ifiw yldedotg o# 4OMay . 
uso I fs et tedt Anldd I piley ted tuods o10m 
OE 


witty Bar et iat 


CO lee a ee. ——E a. i a inn ti a. pn 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


REPORTER 12 385 Hows on 


ORONTO - CANADA 


MR. McRUBR: Yes, 


THE COMMISSIONER: Do you wish to examine Mr. Howso 


right now on that Company? 
MR. KELLOCK; There are two companies, my lord, 
THE COMMISSIONER: Just as you like yourself. You 
can do it now or you ean wait, 


MR. KELLOCK: I think I will leave it. I would like 


to do it at the end of this group. 
| is THE COMMISSIONER: in the silk group, 
MR. KEELOCK: Yes, my lord, 
MR. MeRUER: There is one matter that had been 
referred to and we had not particulars of it ana@ that das 
some group insurance plan for the employees.  MMr.Hows A, 
was there any reserve publ aesos an insurance reserve 
or anything of that sort? A, There is 
Employees insurance Réserve, yes, 
Q. What doés it amount to? A. At the endo 
20 1926 it was $66,795, and it ran along to $72,000, 
$78,000, $87,000, $94,000, $68,000, $59,000, $47,000, 
$51,000, and then in 1935 goes up to $150,000. 
Qe Seems to have been a big jump in the appropriatilm 
to the reserve in 1935 
es THE COMMISSIONER: - Qe Do you call that "Insurance 
Reserve"? . A, It is headed “Employees Insurane 
Reserve," 
Q. The Company was insurang their employees? 
30 |} A. I don’t know what tae scheme wase 


MRe McRUER: It is mentioned here, I will just read lit. 
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And "DETAILS OF GROUP ASSURANCE PLAN: 


ual earnings, §500,00 and less - amount of assurance 


#500,00 and employees monthly contribution, 30 cents. 


12386 Howson 


"The Directors of this Company are pleased to 
announce that arrangements have been completed 
with the Sun Life Assurance Co, of Canada for the 
adeption of a Plan of Group Life Assurance, 

in view of the fact that the Company is to 
assume Over one-half of the cost, it is the desire 
of the Directors that every eligible employee 
to whom this may be presented should show his 
or her support by signing the application ecard 
provided. 

The Plan as explained on the folhowing pages 
is the result of careful study and investigation, 
and particular attention is drawn to the low rate 
of employee contributions, also to the are 
whereby no medical examination is required. 

September ist, 1956, is the effective dete 
for starting the Plan and due recognition will be 
given annually thereafter in the amount of princi 
benefit for any increase in salary which may occur 
"Those Eligible, _ All present salaried employees 
of the Companys New employees will be eligible 
after having completed six months’ continuous 
services 
Plan of Assurance, The plan of Assurance for 


Salaried employees is as outlined below:" 
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Then B, Annual earnings, $500 to $750, amount of assur 


ance $750, and the employees monthly contribution 45¢, 
and goes on up to $5,000, monthly contribution is $3.00. 

THE COMMISSIONER: What is top aahirahon against, 
illness and accident as weli? 

MR? McRUER: "The death benefit will be paid in th 
ease of death of an employee 66 the beneficiary 
named by the employee. 

10 The assurance will be issued without any 
medical examination, 

This policy provides cover without prenium 
payments for employees whose service and assurance 
are terminated by disability and who die before 

| reaching age sixty-five, without regovering from 
such disability during a period not in excess 
of that for which premium payments were made 
on their behalf but reget case to exceed one year 
20 from date of termination of services" 
"Should an employee pel the service of the 
Company he may, withint thirty-one days, 
convert his assurance into any of the standard 
plans of the Sun Life Assurance Company of Canada 
{excep ting mae Assur ence ) but without the total 


end permanent disability benefit or the double 


indemnity accident bemefit, at current rates, but 
with no medical examination whatsoevers 
This insurance does not in any way interfere 


with any benefits available under any of the various 
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Provincial Workmen's Compensation Acts." 


And there is apparently a double indemnity - I do not 


see it mentioned heree Do they pay double indemnity, 
Mr, MacDougall, in case of death from accident? 


5 MRe MacDOUGALL: I would not say, 


MR..McRUER: It does not specifically say so but 


ene would rather gather from the language of rights 
of conversia: that they did. what is this reserve tha 
is set up for the employees? 

? MR. MACDOUGALL: To take care of employees who becam 
sick or have illness or troubles of one kind or another 
in order to assist them, 

MR. MCRUER; It bes nothing to do then with this pla 
| 15 Reserve has nothing to do with this group insurance pla 
MR. MaeDOUGALD: No. The Government allow us ever 
year the amount of money that we bStushie pay out. 
MR. MeRUER: You set aside this fund and pay it out 
na voluntarily to such objects as you select among your 
employees, using your distretion? 
THE COMMISSIONER: That has nothing to do with this 
scheme? 
MR.’ MeeDOUGALL: No. Ye paid out over $100,000 in 
a5 the lest ten years to our employees to assist them. 
wR. MORUER: Very well, that’is all of Belding-Cortit |’ 
celli, Here is the Bruck. 
The next exhibit then, my lord, will be the answers 
30 to the questionnaire submitted by Bruck Silk Mills. 


EXHIBIT 910: Answers to questionnaire by Bruck 
Silk Millss 
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. THE COMMISSIONER; Where are these people? 

MR. McRUBR: Cowensville, Quebec, Head Office i 
Montreal, ... And the Annual statements of the Bruck 
silk Mills from 1922 to 1935, ‘nclusive, will be the 
next Exhibit. 


EXHIBIT 911; Annual statement of Bruck silk Mills 
from 1922 to 1935, inclusive, 


We Now, this Compamy apparently started business in 
boll? A. No. 
" Q 1eee, rather? A, It was incorporated 
spperentiy December ist, 1921, 
Q. The first annual statement is as of the 3lst 
December, 1922? A. Yet, 
i Q. The share capital of the Company on incorporatio 
amounted to how much, the issued share capital? A. In 
April 1922 there was a total capital of $262,500.00 
made up of $31,000 preferred, and $231,500 of common, 
THE COMMISSIONER: What is the value of those 
sy shares, the common? A, That was the dollar val 
$231,500, making betel of $262,500, the two of them. 
Qe These common shares have they any par value? 
A, Yes, they had a par value of $100.00, I thinks 
25 MR. MeRUER: There are 2,000 shares» 
THE COMMISSIONER: 28,315. 
MR. MeRUER: In their balance sheet they have 2,000 
shares, I do not know how they Sfeare that. 
THE WITNESS: Yes, 2,000 shares they say here for 
: which they got$231,500. __ | 


Qe You sa they got that? A, That is what the 
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set it up in their books at, $231,500. 
qe Well, later that year was there some preferred 
shares issued? A. No, they were issued at the 


seme time, $31,000 --+ 


; GQ. On this balance sheet they have preferred shares 
$81,000? A. At what date?. That is right beca 
in August 1922, there was another $50,000 of preferred 
issued. 

10 Q. So that the total issue of prefé@rred stock in the 
year 1932 was $81,000 3 A. Yes, sir, 
Qe And common stock $231,500? A, Yes, 
Qe How much of this stock was issued for cash? 
A. $262,500, company received $25,000 cash. 
| 15 


THE COMMISSIONER: You are going beck to the other 
figure now? A. Yes. 
Qe $262,500, they received how much? A. $25,000 
in cash end $6,000 in machinery, $31,000 altogether, 
20 |jand the balance $231,500, was set up as good wills 
‘q. The balance of the $231,000? A, No, the 
balance was set up as good wills The August issue 
they received --- 
Qe The August issue of what? Ae Of the preferre 
x stock. They received cash for it according to the 
returns. 


MR. MeRUER: . Well, apparently they received cash 


$81,000, and the balance was good will? A+ Yes. 


30 || 9, The whole of the common stoek apparently. 
THE COMMISSIONER: Just a moments . You say $81,000 


preferred stock shown as cash there? 
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Ae. $75,000 of cash ana $5,000 of machinery. 
we And what about the other $85,000 cash, what wa 
that for? A. That was part of the $75,000. Mr 
icRuer is now dealing with it as preferred and common 
end of the total which was issued for $81,000 they 


received $75,000 in cash and $6,000 in machinery and 


$231,500 common represents the good will, 
MRe MeRUER: Qe Well now, was there any change 


in the capital structure of the company later on ? 


10 


A» The Company's name was chenged in 1924 to Bruck 
Silk Mills, Limited, 
Q- Well, what was the former name? A, Premi 
Silk Mills, Limi tea, 
i Q And in 1924 it was changed to Bruck Silk Mills, 
Limited? <A, Yes, sir, 

Qe And what happened then? A, And they issued 
in December, 1934, $200,000 worth of bonds, $79,000 
i of preferred stock, which realised $259,000 in cash, 

there being a discount of #20,000 on the bonds, 
MR. KELLOCK; The whole thing realised, both these 
THE WITNESS; The bounds and the preferred e8- stock 
then on December 1925, they redeemed preferred stock 
= by the issue of common stock, 
THE COMMISSIONER: All of preferred stock? 
TH WITNESS: ‘They tedeemed--- 
MR» MeRUER: Q. Before you get to that, the common 
30 shares of the Bruck Silk Mills were still carried in 


their stateuent of the 3lst December, 1934, at $231,50 
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Ae Ye@S. 


oe That ein ten same amount? A, Yes, there was 
no change in the common capitals 

@» And the cash that was brought in to the Company 
was in respect of bonds and preferred shares? Ae Yes 


a» Now then, we come to the next change? A, And 


then in December, 1925, they redeemed all the preferre 
stock of $160,000 by the issue of 25,000 shares of co 


stock and they set that up on the books as $106,000. 


10 


Q-» Yell, how much was the value of the preferred s 
A. $160,000, but they set the new common up at $106, 00 
and the difference of $54,000, which was a credit, 
they transfer to the Bond Discount Account, because at 
the same time they issued bonds at a discounts In 
1925 they issued $355,000 worth of bonds and sold them 
at a discount of $49,000. 
Qe SO that the effect of that was to absorb the 
20 discount on the bonds in the surplus ? 4&, That was 
created ayn exchange. 
Q» Created by the exchange of the cilia shares 
for the preferred shares? Ae Yess 
Q.» That was really a cash value - there had been 
ci cash mm into the preferred shares, common issued 
silt on the books at lower value and difference take 
to absorb the difference on the bends? A. Yes, 
ina then eae 1927 there was a further issue of 
30 bonds of $200,000 wipe realised $185,000, a discount 


of $15,000 and on April, 1934 they issued $450,000 
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of common stock, 25,000 shares, for which the company 
received $450,000. That completes the transaction 
in the stock, 

is dust give me that issue of wmmon shares again- 
when was that? A, 1934 in April, 

Q. And how much was issued? “A. 25,000 sik di 
at a price of $450,000, 

Qe At $450,000? A, Yes, sir, 

Q- Then those shares shared pari passu with the 
common shares that had been issued for good will for 
whatever we may call it, originally, $2351,000e 
&,. Yes, I would think so, because apparently there is 
no distinction made between ~+-~ 

Q- Well then, just let us see how they have been 
getting alongs Your statement deals with the Company 
from 1926 on, I think I will go back to 1925 which 
appears to be about the first year after they got 
established, complete year? A. Well, their returghs 
in the questionnaire cover 13-months period from Januar 
ist, 1926 to Jéenuary Zlst, 1928, so that they cimanged -4- 

Ge Well, that is for the new company? | A. YOs, 

MR. KELLOCK: ‘The same oahg ia? just a change of 
name. | | 
MR. MeRUER: Well, they changed’the capital ate. etiee 
|to a certain extent, | 
Q. Well then, when we get to 1926 how much is the’ 
lactual cash investment, that would be shown by your 


| capital employed in operations less the cumulatéd 


noawoH seesr 


qasqmoo edt dotdw tot ,aetade 000,68 ,xoosa admnos “to 
nottesedait edt eotelqmos tad! ° ,000,084§ Bévieoex 
" ee SS dota “eas at | 

| -aleae aexede nom @ to ommet ddd em ovig tele. 
“diag at seek “i”  “Sdadd eew aed | 
| sezadé 000 28 a Ghaueet wow dows wod bak “p i 
| | "000 ,0@a# Yo ‘eoldy 8 ts | 
“yale ,eoy .A  “p000 akg FX 2h 


me, ee = ee 


edd dtiv weasq breq betede aciade Scott modT 26° 
0% iitw Boog 201 boweal mood bad ¢8a7 deiede ‘omoo | 
9000, L888 Uisalgizo ti Liso yeh ew‘ revert sit | 
ei ered yitsereqqs seinoed .0e Sink dd biGow 2 ,28Y oA | 
| ~-- neewted ebsi colteniveib om 
ey eres Ci aes PRE a 
qasgmod edd dtiw alesd taemodet& woy  »gaols gaities 
fiotde @2@L of xoad og Itiw f aaist I | pmo O8eL mit | 
‘tog ‘vent ‘zedts x88y tort rh yoda ed of areoges | 


dor tledd , flew + ws ig ‘toy ‘stelgnoo , ibeifettdadec 


ayust mort Bolteq edéacm-SI 1svoo etisano ieeup ‘edd al | 
~be boys vsiio yedd tadd on “mer eiese yusunat. ‘od “asks eel | 
| 


7ae 


-20Y A Tyequwo woa odd wok ot dae ~iiev 2 


“¢o ezaedo 8 8 deut <{asquioe omse “oat “pool » . aM 


4 > =" wre JF ty; < rit, ne a - Bi é iy 4 ke ae 


eo es ee 


3 SA GQused ae 
‘wudewate tatgas ould Beaneae’ yous neem sHAUAOM ma 
rc a . 2s Hug. -hd le ote en ah a Ss ut P 
189 5 Oo 
sett Vays - 
edt et doum wad ser ot ton ow au eas er 
ee 


Se Be Sage: 3 iudeli % fed +a { =o , Mog 
soy yé awoda ed bivow tai ti os 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


ORONTO 


REPCRTER 


10 


15 


20 


25 


30 


atta : 12394 Howson 


surplus at that time, that would show what had been 


invested from outside, would not it? A.eWhat is tha 
again? 
Qe I say the capital employed in the operation les 
the cumulative surplus would Safed nach was invested from 
outside? A. Well, you would have to take your bods 
into ‘considerations 

Qe Oh yes, you start off with $894,096? A. Yes 

G+ How much of that is bonds? A, $550,000. 

Q. Then we have common stock equity $349 5942400? 
Ase Ye@s. 

Qe That Stent the end of 1926? ie YES, 

@e Now, how much of that was setually paid int th 
Company by the investors? 4&. Well, at that time your 
preferred stock has all been redeemed, 

MR. KELLOCK: But changed in characters 

MR. MeCRUER: Q. Redeemed by se@ling common? 

A. Yes. So that there would be the value of the 
preferred stock = $160,000 is really the cash that wen 
into the issue of that stock up to that time, 

Q. Well, had the rest been accumulated surplus? 

A. The difference between $160,000 and $349,000? 

Qe Yes? A. I would think so, 

Qe That wohld be about 7280,000? I do not see thdt 
that figures out according to their balance Sheet? 

A. Well, $160,000 was all that was paid for stock up 
to that time, and of that $54,000 was applied against 


discount, so that the stock value would be reduced by 
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the G54, 000. | 

we SO that the Company started business in 1922, 
and in 1926 the value that the 160,000 invested had 
was $349,000? Ae. Yes,» 


ae I just want to be sure of that? Ae Well, I 


have not got the figures prior to 1926 tabulated, 
ae We Can probably work that out this evening? 

Ae Yes, sir, but I do not see any reason woy that is no 
“ the e¢orrect deduction, 

we Well then, by 1935 that value had risen to what 
figure? As $14275,384— But there was $450,000 
paid in in 1934, 

Qe $400,000 paid in in mew capital? A, $450,000 
"3 paid in. aew capital im April, 1934. 

ue We will deal with the S3ist of December, 1933, 
- would be the fair date in making tae commricen? 
A, “ell, you can deduct the $450,000. 
20 Qe. Yes, but you see the $450,000 started to work in 
1934 but the $160,000 invested in 1922 had accumulated 
a value of $899,119.42 by the Sist of December, 1933, 
according to this statement. Now, in addition to that 
or is it in additions What dividends have been paid 
in the meantime? . Ae From 1922 to 1935? 

te Yes, we better have the whole story? A. The 
total amount was $412,500. 
Se And that, of course, is exclusive of bond interes 


30 jjand interest on loans and all other things, So if our 


figure of $160,000 is. correct on a $160, 000-investment 
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a return of %412,500 since ---? Ae No, because in 
1934 and 1935 of that --— 


Q. Yes, there is hew capital there, that is right. 


| So that I better have the dividends paid up to 1935? 


A, They were only $150,000 and in 1934 and 1935 they paid 


out $262,500. _ 


Qe Well, we might over the adjomrnment work out 


how much of $262,000 was attributable to the original 


}common stock, I just want to get at how the original 


| investment fared over a period of years, Now, it did 


that on het profits on sales which are shown in the lowr 


| tabulation running from a low of one per cent, in 1950 


to a high of 20% in 1929, 20.4%. 
THE COMMISSIONER: (One year there you go from the| 
high to the low. 
MR. KELLOCK: Seems to be a fair amount of nazerd, 
MR. MeRUER: There seems to have been a hig loss 
in 1930, $33,000. 
THE COMMISSIONER: Under what “heading? 


MR. McRUER: Under the Net Revenue after common 


| stock equity, instead of it increasing it devreased 


by $33,000. 
THE WITNESS: Excuse me, there was not a loss on 
operations, 


Qe No, not on operations, What was the result 


| of operations that year?” “AL $14,900. against 


| $349 ,341 the year before. 


Q. A profit of $349,341 the year before and profit 
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of $14,000 in 1930, 


MR. MeRUER; Yes, value of equity of common stock, 

-MRe KELLOCK: and $13,000 the following year,. 

THE. VITNESS: Not & great deal of difference in 
the sales between those two years, 

MRe McRUER;. We have not any information as to how 
the inveatory was made up. by this Companys Ay sugge 
tion of inventory reserve or any:hing of that sort in 
their retura te you? As Nos 

THE COMMISSIONER: I see there is one company left 
in the silk group. 


THE WITNESS: Grout's Limited, 


this whole thing is going to take, going over these 
questionnaires, ete. We have done four companies to-4d 
0 ‘MR. Meguer: | Then we have just summary and that 
finishes the silk groups There is one more company. 
Then we have the cotton companies, We finished 

Cour taulds to~day. ye have eotton companies and the 
woollen companies and the hosiery and knit goods and 


carpe tss 


25 


THE COMMISSIONER: At the rate of say five a day? 
WR. MeRUER: It will take us four days at any rate, 
THE COMMISSIONER; Have you arranged with Mr.Kelloc 
about any order at all about proceeding with these 
30 || companies? 


MRe MCRUER: Yess I am trying to accommodate peopl 


MR. KELLOCK: The value of the equity at any rate|-- 


THE COMMISSIONER: Can you give me any idea how long 
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who have conflicting interests more or less so far as 
I can. I intended to go right on with the cotton 
companies as sks as thoough with this. Mr. 
Geoffrion is engaged in the Court of Appeal in Mon trea 
aid I told him I would not touch the ectazis Textile 
tomorrow but try and go on with the other cotton companies. 
We can go on with the woollen companies if we have to, 
I understand they are quite anxious we do not reach 
10 them until next week.. 
| MR. KELLOCK: Only a matter of knowing when to be 
ihere, that is all. 
MRe McRUER: I would be very glaé to tell you but 


the difficulty is in pleasing everybody. 


15 
-- The Commissionerm adjourned at 5.05 P.M, to resume 
to-morrow, November lth, 1936, at 10.30 A.Ms 
20 
525 


i” wher’ 255 + 6% 3 sh GP: 7 way TPS FF. tee he 
a ae ee $y" ce a oe = Ary ny <7 <7 
seater Seeat oy > oy i fea “* — 
= 1 a ve ede 4 : ; eA) 
ris ts% ou set <9 otom séeetetat paldetr2a00 eved od 


CRU L AP Goya Ye. 


ants on ons Lassies mad tigts faa3) ot Sobuedal a. eo I | 


|" Saw ande ari muonas ae aoe 02 astaeanc | 

| ; st aot al Enough % to tua edt at Besane vy t aotet009 | | 

| ott ixet notaimod Nar ant don i biuow I mts Biot I bas | 

| aeuee aetton reside 0s atts a0 oa ba ved ‘is vorsono! | 
nell ered ow wm setsacuco seLLoon eng @ date ‘0 2 neo ov | i 


doves fom ob ow "wo bene setup ors 2 youd bustoted ay I; : 


yi yi aa atoow xen ‘tiem =) 
ad ‘o# new Fh ote 5) weeteit. s Yad “HOOLEDL 
‘ oy Tey, pgs i u* rt hs 4 


dud BOY Lies ot eae exer we biuow r ‘mA. c 


we “ sod, es tA iy) need 


emmact Of .M.% 60. ts bemwotbs senolesimmod esT -- 
wMrb O%e0L F8 9 8SOL .dGL tedmevod wOTTOM—oF i | 


¥ C 
¢ % I he, a Be - 
Sr ae ae a ae oy 
f oY y ‘ ae ee 6 
2 | 
+ : 
: * o mu . ; 3 » & , Sess 
¢ ‘ fie é , 
v - ‘ % pA. a ne ao ih Os 
Ce | 
: ~ ? Ra 5 &, SP +, id toe 


; 
om 
- - 
¢@s oy fs - 
¢ 


as to OF 8% 4 is: ta ie ZUBIRROD 25 


Pees ot Yae to eyeh wt «Gf eum? Site’ Si see ae 
SLT oS, 7 ris PEO TNTIG we ese ees em 
| is a 
Hints Atit gacbeooure isda ak sing Abie _ deeds 
a: wo © 
; “ ar at i a Ger 
” , ee, Ta rag! = * ae i oh ‘ 
“can ge tee : Bit) : 
on, a a, ae = a ow, ® 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO - CANADA 12399 


ROYAL COMMISSION ON THE TEXTILE INDUSTRY 


HONe MR. JUSTICE W.F.sA. TURGEON, 


Commissioner, 
5 
A. S. Whiteley, Secretary, 
10 
15 
MINETIE TEP AY 
(November 13, 1936) 
20 
25 
| Robert Brydie, 
| 30 A Official Reporter, 


s1ayne .1 BOSS ne er 
» sain AOE: Carre Er o1HAANOOMETS GBABT! HDos 
yi ms ° wat 1 ’ ' 


perateroo® _, yolotid® .& A 


+7 


£ Tarts 4 
(egei .bL tedmevolt) | 


Jin 4 


- ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 
REPORTER 


rTORONTO 


30 


CANADA 


12400 


ROYAL COMMISSION ON THE TEXTILE INDUSTRY 
TS SS AOA EATON Ante ete Nein GREECE 


HON, MR. JUSTICE WeF.A, TURGEON, 


AeSe 


Commissioner, 


Whiteley, Secretary, 


Sara bes 8; 


JoC.uitRuer, KeC. 


and 


) 


) 


E. Beauregard, K.C. ) 


JeP. 


Lanetot, K.C. /) 


and ) 
Kellock, K.C. 


Heward, K.C. 

Geoffrion, Kel. 
and 

Ballantyne, 


Dixon, K.D. 


Ag Forsyth, K.C. 


) 
) 


) 
) 
) 


) 
) 


=e 


Commissicn Counsel 


Por Special Committee 
on Primsry Textile 
indus tries, 


For Dominion Textile 
Company s 


For Courtaulds, Limited. 
For Caiadian Celanese 


Limited, and Canadian 
S&lk Products Limited, 


_gteaolaeimmco 


ee ee 
isenuvod aolge lamed bas i 
( .0.% ,bisgetusst .& 


ectiiamod [atoeqe® 10T (\\ 0. .totonsd %% 
eliszet yiemizi 20 ( , bas i 
,ao itt avbal { Da ,xoolion +4 


{ 20.4 ,bisweH 10.9 
eit txet soluaimod 10% Se , so Lrttesed embs 
eQaacmed. -. 2. bas ) 


abet lmti ,ebivstived 107 ‘ -G.H ,uoxid | 
eesnale) usibsas) 107 ( .%.8 ,atyetot gad) 


felbensd bas , bot tuts 
ebot intl efoubort ALite 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO = Gannak 12401 


Ottawa, Ontario, 
- November 13th, 1936." 


-- The Commission restimed”at 10/36 4.1. 


ow TR aw 


Limited in = ON. (Recallea) , 
EXAMINATION CONTINUED BY MR. MeRUER; 
Qe 4a further reference to Exhibit 907, I want 


to deal just for a moment with the last page which 


10 


deals with Grout's Limited and its subsidiary 
Valleyfield Silk Mills Limi ted, This was rather 
thoroughly gone into at St, Catharines and I do not 
think we need dwell on it except in regard to eee 
15 figures, Ay Do you want to file the 
Gnswers? 
MR. McRUER;: ‘Yes, I want to file the answers to 
the questionnaire, 
THE COMMISSIONER: _ We are dealing now tith Grout's 
Limited. 
MWR. MeRUER: Yes, my lord, 


EXHIBIT 912; Answers to questionnaire by 
| o _ Grout’s Limited, 


MR. McRUER: Exhibit 913, will be the Annual 
25 | 
statements of Grout's Limited from 1925 to 1935, 


EXHIBIT 913: Annual Statement from 1925 to 
| 7 - . 1955 of Grout's Limited, 
MRe. MeRUER: Thea the next exhibit will be the 
a replies to the questionnaire by Valleyfield Silk 
: Mills whieh is a subsidiary of Grout's Limited, 


EXHIBIT 914: Replies to questionnaire by valley- 
ee ‘field Silk Mills Limited, 
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MR. MeRUER: And the next Exhibit, Annual Statement 
Valieyfield Silk mills for the years 1934 and 1935, 


EXHIBIT 915; Statement for 1934 and 1935, 
Valleyfield Silk Mills, 


MR. MeRUER: Q. The common Stock equity of Grout'ls 
Limited in 1926 was how much? A. $311,626,2 
Q. In 1930? Ae $635,421.69, 
THE COMMISSIONER: What do you mean by common 
stock equi wy? 


MR. McRUER; Q. Will you just explain that? 


4. It is the total investment in the Company after 


deducting preferred stock and the advances by Grout & 
Company, the ai company. 
THE COMMISSIONER: Q. All the rest of their invest 
ment is this common stock? A. Yes, 
Qe What is the value of it? &, At the end o 
1926, $511,626.29, and 1930, $635,421.69. 
MR. MecRUER:  @. That does not hecessarily mean 
thet they invested that much in the common stock, 
it may be cumulative profits? &. Yes, it is value 
behind equity cf the common stock at that time, 
2. Irrespective of what was paid for the common 
stock at the time it is the value that is actually 
in the company against the common stock if the company 
were liquidated at that date? . A, Yes, 
MR. KELLOCK: And those values realised, 
MR. MGRUER; Yes, if it is realised, 
Q- Then in 1950 that common stock equity had a 


little more than double? Ae Yes, 
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=v» 4nd then we come from 1930 to 193 S had inerease 


from $635,421.697 "A. "Po $1,090,833,84, 


* THE COMMISSIONER: Are those figures on this sheet? 
MR. M¢RUER: Yes, see line "Common ‘stock equity* 
about & third of the way dow, under Year 1930-1935, 
~~ Q, Then the net revanue applicable ‘to ‘covmon: stock 
equity Is shown about two-thirds of theway down the 
page. Can you give me the total for the five-year 
19 | Pemed Prom19st ed ed5¢ “OM 4 OF the common stodk 
equity of the fevenue? 
Qs Of the revenue applicable to common stock? 
A, Prom 1926 until when? 
Q. 1986 to 1930, ‘inclusive? A. $378,388s62. 
| Qe And the five-year period fram 1931 to 1935? © 
As $317,629 246, 
Q.» And you have set out the percentages there? 
A, Total for the whole period $696,202.98, | 
20 Qe Then the next statement I wish to deal with is 
"Financial summary of the Silk Mills reporting," 
THE COMMISSIONER: You mean the same mills? 
MR» MCRUER: No, those are selected mills, I om 
quite frank to say in a number of these I have sélected 
i mills that have done very well for the purpose of seein 
what a mill under good management will do under those 
circumstances, Then we have deait with all the mills 
that have reported ih the next statement, 
30 THE COMMISSIONER: It is a compilation] applies to 


a number of companies, 
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F MR,» MCRUER: Yes, a number of companies, 
MR. KELLOCK: Exhibit 907 covers the best wills 


in the industry, 


MR. MCRUER: I won't say the best, the oldest mills 
3 in the industry, and when I looked over Summary of all 
mills reporting I was not quite sure that on the averabes 


it showed that they are the best, 


MR. KELLOCK: Will the present exhibit you are puting 
in show any better mills than== 
MR. McCRUER: You ean look at it and see, 
THE COMMISSIONER: What do you mean by “better”, mpre 
profits? 
MR.«KELLOCK: Yes, done better, 
- THE COMMISSIONER: I-understood you to say a moment 
ago is one you purposely put--- 
. MRe McRUER: No, they were good substantial milis, 
THE COMMISSIONER: ret uate te the more prosperous. 
a wR. MeRUER: Not necessarily the best. Curiously 
enough wien I em analysed some of the figures last night 
Shown on the next Exhibit, which takes them all in, 
some of the returns of profit was higher then in some 
of the mills we showed, average re turn was higher, 
<4 THE COMMISSIONER: This new exhibit is "Summary 
of all silk milis," 
MR» MeRUER: All mills that Have reported, and I 
think pretty nearly all have reported, 


20 AeYO@Se 


SXHIBIT 916; Summary of ail silk companies 
reportings 
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g: Q- Now, this statement that you have Siasiend 
contains a "comparative balance sheet summary" on the 
first page? | _Ae Yes, 

je Now, there are just one or two figures on that 
that I want to look at e for a moment. You hare one 
line, "Total capital insted si Now, that is arrived 
at in the same way as you arrived at it in the other 
individual mills that we dealt with - that is, elimin- 
ating good will? | A. No, “Total capital 
invested" includes good will, 

Qe Yes, "Capital employed in the industry" on the 
third line» That is the figure of the net capital 
after eliminating eek atte investment, good will, 
iaveutuense: svbalat ary companies, etc.? A. Yes,sir., 

Qe Again, bach is irrespective of where the capital 
came from, it may have been built up in profits befoze 
‘1926 or it may not? A. Yes, that is cumulative 
capital, including issued capitel and reserves The 
lower group shows how that capital is made upa 

Q. Se inns one sat compare the figure for 1926 | 
with 1955 in that instance and draw any conclusion fr 
it because there may have been new seethel introduced 
by heat lilt investment over that period? Ae YeS, 
Qe But when we come down te caneaien and free 


reserves -<— 


MR. KELLOCK: I was wondering what constituted 
30 an illegitmate investment. 


MR. MeRUER: Well,we will not discuss illegitimate 
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| what I mentioned a moment.ago, my lord, in regard to t 


| shown ali their history and how they got along, ‘Now, 


things to-day, "We will deal with more pleasant onés, 
Frankly, watered stéeck andmaking it appear as a balance 
in the Balance Sheet I think is illegitimate, | 
Q- Surplus and free reserves in 1926 appeared at 

$1,6352,809,297 A. Yes, 

{- In 1955, of all the mills reporting it had gone 
to $3,889 ,697.727 A, Correct. 

Q- Between the years 1950 and 1935 there was an 
inerease of about $400,000? Ae Yes, 

Q. Now then, we come to the next sheet which is a 


"Profit and Loss summary" and this sheet rather distlo 
individual coupanies that we have showml, and we have 


the last figure shows, "Ratio of net profits from 
operations to capital employed in the industry," 
in all the mills reportings Can you tell me what th 
average ratio of net profits to capital employed is 
over that ten-year period? 

THE COMMISSIONER: Not worked out here? 

MR. MeRUER: Well,the individual ones are there, 
my lord. 

THE COMMISSIONER: I say, this average you are aski 
for is not set out here, 

“MR, MCRUER: No, my lord, Merdy a matter of 

adding them all together and dividing by ten, 

THE WITNESS: What is your qestibn again? 


Q@- The average ratio of net profits from operatio 
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to capital employed in all these mills for the ten 
y ears? i» BeBhe 2 = 
we And then just to go back for a moment and look 
at Exhibit 907, and take such a well established compan 
‘ as Belding-Corticelli, what is the average net profit 
to capital employed on Belding-Corticelli? 


Ae 7 per cent. . 


Mr» Kellock: Where do you get that? . 
- THE WIINESS: By averaging the capital, taking the 
total capital employed and dividing, average it, by 
dividing by ten, and ta ing the total revenue employed, 
averaged, and then taking the pereentage of average 
revenue to the average capitals 
Qe That. is, the comparable figure to this one? 
Ae YOSe Not to that one, to the average for the 
whole industry which I gave you a moment ago, 
THE COMMISSIONER: Qe Comparable to 38? 
20 Ae YO@Se. 
MR. McRUER:; Q. The &s8 and. 7% are comparable? 
Ae Yess It is a coincidenee that this is 8.8, first 
year of the whole. | 
Qe I see 1926 wes 8.8 year? Ae Yess 
= Qe And they have gone up and down, so that we have 
meade a study of the affairs of Belding-Corticelli rathe 
carefully, and this gives us the average for all the 
YORESs 


30 | MR. KELLOCK; What about Assochted? Ask the same 


question in regard to it? 
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:: THE COMMISSIONER: Associated Textiles, Louiseville 
THE WITNESS; I wiil figure it out. 
MR. MeRUER: ¢qhere are a lot of things about 
Associated that probably my friend Mr. Kellock does no 
know. : | 


MR. KELLOCK; You could heve Mr. Howson do it now, 


THE WITNESS: I can have Mr. Davidson do ite 
MR. MeRUER: Associated, cannot give it for the same 


period because they did not start to operate until 192 


10 


or 1930s I do not think there is much more in this 
that I want to go into with you in detsil, Mr.Howsons 
It is vax? sanbpebansive, if your lordship will turn 
over several pages there is a statemeat of "Operating 
| ratios," "Operating ratios" nou in the first place 
in the first columm the percentage the particular mill 
had of the whole trade? A. Reportings 
Qe of the whole trade repre sen ted by the mills 
20 reporting? Ae Yes. 
MR. MGRUER: I think, my lord, if it was just put 
at the head of the column in these particular years, 
the number of miliss | It is show but it is not 
Pa justplain. ‘In 1927 - first is the six, - it is six 
In 1928 it is eights In 1929 it is eighte 1930 
it is a Oa ; 1931 it is eleven, 1932 it is twelve 
1933 it is fifteen. 1934 it is sixteen and 1935 it i 
sixteen. So that the Wieaber of mills increased from 


30 || 1926, which was six, to sixteen mills in 1935. 


THE COMMISSIONER: When you say “number of mills,” 
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you mean number of companies? 


THE COMMISSIONER: . That ineludes these subsidiarie 

| GR. MeRUER: Yes, Valley fieid is shown separate fro 

5 Grout'’s, Your lordship will notice in the first col 
the belding Corticelli, for instance, in 1926 ae 5507 


of the total sales, Grout's had 1229 of the totail 


sales,  Hiverside silk Mills had lV¥a7 of the total 


SAle8e Then we get dom to 1935 and belding-Corticel 


- has 21e6 of the total sales, Grout's had 6.21 of 
the total sales» | 
THE COMMISSIONER; You say Corticelli had 21.6 
per ceni.?. 
15 MR. McRUGR: 21eS%. Grout's had 691 and Hiverside 
Laeds 
THE COMMISSIONER: 1745« 
MR. McCRUER: That is Associated Textiles, They 
had come on the scene by 1931 and by 1935 had got 17.45 
“i of the total sales, 
THE COMMISSIONER: ~ What is the next column? 
MR. McRUER: Your lordship will see the key to the 
on the upper left — 

25 Qe Now, in 1930 or 1929 there were eight companies 
on this list. In 1935 there were sixteenpy Tell me 
what the sales were in 1929? Ae $8,989,635- 

Q- In round figures? $9,000,000 practically, In 
~ L935? °°" A. $12,167,0387.. 


Q. So that although the number-of compmies sharin 
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the field doubled the sales only increased by a third, 
Now, turn over to the next page on the Exhibit. you 
have. made a "Comparative Balance sheet Summary" of 
what you call "Representative companies"? 
Ap Yes, 
\e And there is only one thing I want to point 
out on this and that is, that those representative 
companies in 1926 represent 96% of the total sales 
of the Companies reporting? A, Yes. 
ny op Ne cn 1935 they represent 878% of the total 
sales of the companies reporting? Ae Yes, 
ie, Rather, of the total capital employed in 
the companies reporting, is that it? As Yes. 
15 _, THE COMMISSIONER: How many of those companies are 
there? 
SECRETARY WHITELEY: It is mentioned above there, 
THE WITNESS: There are eight of them, 
MR. MCRUER; Well, they run from four in 1926 to 
"i eight in 1935, New companies that came in that were 
recorded in this class--- 
THE COMMISSIONER: What class do you sq they are? 
MR. MeRUER; Well, what are called here "Representa- 


25 


tive companies," The business was divided, 96% 
of the business was’ divided among four companies in 
19265, 

THE WITNESS: And percentage of sales shows on the 
next sheet. 


30 
THE COMMISSIONER: Now we have it that 87% and over 
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| is divided among 8, 
MR. MCRUER:, 8 out of 16, 
GHE WIINESS: I might point out that this group of 


companies include more than tho se that had been dealt 


with individually. 

MR. McRUER: That is in the former exhibit 907, 

We just dealt with four there, There are eight here 

THE COMMISSIONER: Q. Are the whole of those four 
here? A, Yes, sir - @ Associated, Belding~ 
Corticelli, Bruck Silks, and Grout's, 

Qe and four others? &, Well, we really dealt 
with six because two of those are subsidiaries, There 
are two extra cogpanies in this group - Gonsolidated 
Silk Mills and Riverside Silk Mills. 

MR. MCRUER: Q. Now, turn over to the next page 
which is "Profit and Loss surplus Summary," and you 
show there the "Ratio of net profit from operations 
to capital employed in the industries," down near 
the foét of the page, starting off with 8.7 in 19265 
A. Yes, sir, 

Qe Can you tell me what the average over the ten- 
year period is? A, 10 95%» 
ad Q.- SO when we take the companies that in 1926 
represented 26% sik in 1935 87% and a fraction of the 
total business, their average net -profit fran operatio 
to capital employed in the industry emounted over 
30 ten-year periods to 10954? Ae Yes, 


a+ Now then we come to the last page, my lord, 
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which is summary of this last group of companies, 
which shows. the sales, gross profits before deprecia- 
tion, after depreciation, net profit on sales, total 
net profit. _ What was paid in dividends and the 
balance carried forward to surplus, Now, Mr. Howson 


I think made a little Summary here, I don't know--- 


THE GOMMISSIONER: Om the last pages 
MR. MeRUER: YESe The capital employed at the 
10 beginning of the period plus the capital introduced 
during the pericd I have calculated at $6,000,000. 
MR. KELLOCK; What is the period? 


MR, MCRUER: Fen yYearse 


Se 


“THE COMMISSIONER; ‘That is in respect of these 
. eight lap iitin’ 

MR. MeRUER: Yes, my lord, 

THE WITNESS: ‘That is common siock capital you 
are speaking of now, or total capital, total capital 
20 invested? 

Qe Start off with the figure "Capital employ ed 
at the beginning of the period,” and add to it any 


new money that was introduced as an investment? 


| Ae Well, the capital employed at the end of the first 


25 
yeer of the period, was $4,263,482.00 and the additio 
capital, both +preferred and common stock, at the end 
of the-epaperiod amounted to $1,742,325400. 
Q. In round figures my $6,000,000 is practically 
30 


right? A. Yes, $6,500,000. 


Qe Now, the dividends paid by the Company, preferre 
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and common, during that ten-year period amounts to 
| $2,662,275.92? A. Right. 
Qe The balance carried to Surplus account at the 


end of the period amounted to $2,554,727 .53? 


5 - 
i Ae Yes, 
QTHE COMMISSIONER: There is something that mr. 
Kellock asked for. 
MR» MCRUER: Did you get that, Mr. Davidson? 
10 MR. DAVIDSON:..I think he has just about got it 
finished there, 
15. 
(Page 12415 follows) 
20 
25 


30 
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Ye Associated, have you got the average ? 


Ae For the period covered by the statement, 1931 


to 1935 7. 
Q- 1951 to 1935 7 A. 15.8 per cent. 
5 4+ 15.8 per cent, that is all in regard to the 


_ silk, my lord. 
THE COMMISSIONER : That is all for the silk ? 
MR. MCRUER: Yes, my lord. 
THE COMMISSION SR: Mr. Kellock, are you going to 
10 examine Mr, How son now about the silk ? 
MR. KELLOCK ; Yes, my lord. 
_ BY MR. KELLOCK: @. Mr. How son, would you be 
200d encugh to look at Exhibit 907 ? A. What 
ea@upany is that, Mir, Kellock? 
THE COMMISSIONER: Thet is the summary. 
MR. .CRUER; That is the individual companies. 
MA. KELLOCK; And the first cotipany there that 
you deal with is Associated. 
THE C Gulu Sal ONUR: are you on the first page of 
20 | 
it 7? | 
MR. KELLOCK ¢ Yes, my lord, Associated Textiles 
of Canada ? | 4. Yes. she | 
<< @, And the first figure th re is Capital mnacred 
in the industry in tye yeor 1931, ana you have a fi- 
gure of 7837, 489.92 x tar ch. wie: Time 
Qe Can. you tell me where you get that ? A. My 
working papers are downstairs. 
ve, i would tke to know 7 ? Ae Ve have sent 
30 down for then. they wild. be up ina minute. 


‘Le while you, are getting that, tir. Howson, you 
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are getting this , Mr. Howson, you start in with the 


year 1951 with this company, but this company operated 
during practically all of 1930, did it not? A. No, 


I don’t think so. I think there was a broken period. 


“ MR. MeRUER;: Get their Questionnaire; have you got 

the guestionnaire of Associated ? 

MR. DAVIDSON: TI have it here. 

BY MR, KELLOCK: (. You tola us in thief that the 
capany -- 

“t THE COMMISSIONER: Just a minute . Ae It was 
ap broken pericd from the lst of February to the 2nd of 
sugist. | 

G Which year ? Ae 1950; the first full 

15 pericd was the year ending the 31st of July, 1931, 

"BY un, Reieodee 4)! Bub tne wehdany aad operate: 
‘rom the 1st of February to the 2nd of August, 1930 ? 
iB. « Yes. 
BY THE COMMISSIONER: Q, What happenad after that, 
a (Pres the fiscal year terminated after the end of July ? 
} . No, they established a fiseal year period ending 
buh Slst, apparently . 
<. That is what I say; when you say a broken year 
you mean a broken fiscal year ? A. Yea. 

25 MR. KELLOCK; Q. What wes the result of the 

pompany's operations in 1930 7 A They showed a 
| loss of $30,347, 
Qe They showed a loss of how much ? A, $30,347.16 
= {' Gee; well now, when you dealt lower down on 

30 


he page with net profits you ignored them the loss whic 


the company had in 1930 ? A. Yes, beeatise I am not 
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dealing with 1930 in this statement at all. 
‘tie Wille Why not deal with 1930 if we wani. to get the 
full pieture of the company’s operations ? 4. Well, 


the matter can be dealt with, of course, if wequired, 


5 we I was wondering why. you did not deal with it, 
Mr, meenee 7 A. Because this is the first yeer of 
operation, and itis nota reflection of the company's 
operations at all because tbe ve are always expenses in 
starting a new company which are not nomal to oper- 

10 ating periods, 

Qe That is exactly what i mean, Mr, Howson. We 
might find in Many of these companies during the period 
they are getting going they have a g00d deal of ex- 
pense, end that is one of the Considerations they have 

" ‘to take into consideration for Considering the profits 
which they make in subsequent years, Why was the 
whole story not set out in dealing with this company ? 
Was that a matter of instruction again ? Ae No, 
there was no particular reoson at all except to give 

” a full operating period in each year, 

BY MR. MeRURR: Q@ There is another reason ? 

4&.» There is another point I micht mention, that the 
capital reflects the loss in the preceding year, of 

95 ||cour se. 

BY MR. KELLOCK: Q. Oh yes, but then when you 
are dealing with préfit figures andperecentages -« 

| ‘+ i think it isuquite clearly shown exactly what is 
ineluded here, 

30 ve Oh yes, I know it shows what is included, but 


t does not show what is omitted ? A. The 
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estionnaire shows the whole story. 
“4. I know, but I am just dealing with 907. 
MR.MeRUER: Where does my friend get -- sxouse 


where does my friend get -- I don*t quite under- 


gtand where the figure comes from thet there wes a loss 
that year . 
THE COMMISSIONER: Mr. Howson gave it. 


MR. MeRUER: Theat is not what their annual state- 


ent shows that is filed before this Commission. “The 
10 7 
t profit for the seven months in review " -~- and that 


® 


fas the first seven months of their period, this was the 
irst annual statement -- “after deduction of the es- 
imated income tax to the Government of the Dominion 
he Canada amounted to $192,720. as shown by Exhibit B 
bf which the following is q@ stimmery", and this is Ex- 
jpibit 232. 

MR. KELLOCK: Might I see thet please. 

BY ids Bir COMMISS TONER: Q@. Where did you get your 
20 |iifigures, Mr. Howson 2 Ae From their returns; 
lit was in the profit and loss account. 

Qe Well, whieh are we fo go on ? 

MR. KELLOCK: Pardon. 

THE COMMISSICNER: whieh are we to rely on ? 

= MR.McRUER: ‘There is the first seven months of 


their statement. 


THE COMMISSIONER: Mr. Howson tells me that they 


have submitted a statement covering this first seven 
months which shows a loss. 
30 3 
BY UR.-McRUER: ¢. That is their answer to the 


questionnaire ? A. Tess? 
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BY THE COMMISSIONEr? Qs -A loss of how much ? 


4. & loss on trading of $30,347, 
<e Well, what are we going todo about it now ? 
WR.ieRUER: Are we sure that this deals wit! the 
first. seven months ? Aceordi: @ to our evidence which 


“we-had I think they atarted in operation in December, 


1929 or 1950, 
MR. KELLOCK: No, the ffst of February, 1950. 


THE C QIMISSIONER: February, 1930 according to 


10 what Mr. Howson said. 

BY “MR MeRUR? Q.° Dya they actually start oper- 
ations or were they building °? Ae IT cannot tell 
you that from this, 

&. This statewent runs for séven months which 

i weld be from ‘the lst of December. 
THE COMMISSIONS?? “It's@ems to me that is what 
we were told in Louiseville that this company began 
at the end of 1929. 
te MR. “ELLOCK: I eall your iordship's attention 
to the fact thet the stetement my friend read from, 
Exhibit 252 covers the first seven months ending 
July Sist, 19351, the following year, not the year we 
are talking about, 
“ MR.MCRUER: They gave us ho s_tatement then. 
“THE COMMISSIONER? “Lesy > 
| MR. KELLOCK: “Yes, “ixhibit B which my friend re- 
ferred to clearly sets it out. | 
MR. MeRU ER: They must have given us no statenent 
30 this year, the first year. My recollection is they 


did not do any business until the fall of 1951, 
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MR. KELLOCK: Your -reeolleeticn is not in aecord- 


ance with the evidence. 


MR. MeRUER: You say it isn't. Now, show me the 
evidence. 
5 WR, KELLOCK: The questicnnaire ana your own wit- 
ness. 


MR. McRUER: I em talking about the evidence that 


was given by Mr. Marx. You make such accusative 


statements. 
10 MR. KELLOCK: No, don't beso thin-skinned. 
MR. MeRUER; I am not thin-skinned, but I am getti 


tired of this sort of evidence. 


MR. HELLOCK: It is your own witness, 


MR. MeRURR: No, it is not my witness. T say 


| “s oils cosets xia: to the evidence we had at Louiseville given 
| by the President of this company. 

MR.KELLOCK: You mean thet the company did not 
operate in 1930 ? 

MR. MCRUUR: My recollection is they aia not 

a operate until the fall of 1931. 

MR. KELLOCK: I am merely pointing out I do not 
quite understand how that ean be so in view of the 
guéstionnaire. 

os THE COMMISSIONER: I thought it was the late fall 
, of 1929 but I may be wrong there. 
MR, M@RUER: However, I was wrong on this state- 
jent, I thought this was desling with the last seven 
months of 1931. 

30 MR. KELLOCK: Clearly not. 


MR. MeRUER: There was something wrong with their 
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accounting system down there. They heave to put in a 
new accountant to tell them what they did do because 
their man did not get it right. 
THE COMMISSIONER: The company started in October, 
5 1929. Whether that just means organized in that month 
I do not know. | 


MR,KELLOCK: Well, Mr. Howson says the question- 


naire shows the organization was in December ? 

4. No, the incorporation was April 15th, 1929. 

10 THE COMMISSIONER: Mr. Pimatel, he was the General 
Manager, he said the company started in Oetbber, 1929. 

MRe KELLOCK: My friend's recollection of the evi- 
dence must be wrong. 

THE COMMISSIONER; That was my reeollection, that 
it wes the fall of: 1929 they started. 

MR,MCRUER: I had the wrong year. 

MR. IELLOCK: As long as my friend says I did him 
no injustice, I am satisfied, 

MR. MeRUER: It is the spirit you are adopting as 
though I am trying to distort things. I am not here 
to distort anything, and it is nearly time I got 
through with that sort of nonsense and get down to 
facts. 

MR. KELLOCK; Theat is exactly what I am trying to 
do. 

MR. McRUER; If you had struggled as hard to fini 
out ths facts in this industry as I have with as much 
resistance your patience would be exhausted too. 


30 ' MR. KELLOCK: I am quite sorry my ffiend is 


personally upset but 1 am entirely dealing on a pro- 


fessional basis and I make no accusations against my 
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/ We deduct from that current liabilities of $193,863.87. 


net working capital of $250,294. Wie ada to it de- 


preciated value of the fixed assets which is $587,194, 


my friend whatsoever. I think my friend ought to 
know that. 


MR. McRUGR: All right. 

BY. MR. KELLOCK. we Now, Mr. Howson, are you yet 
in a position to tell me how the first figure, capital 
employed in the industry in 1931 is made up ? 

THE COMMISSICNER:;.. Yes, he told us.thet the other 
day « 

/MR.KELLOCK: .I know, my lori, but the figures I. 
took down do mot cheek with the figures in the exhibit 
That is the reason I, want to cet the particulars. Can 
you give me the information ? A. What did you say 
it did not cheek. with ? 

& dhe figures i took down as you gave them in 
chief do not check. 

BY THS COMMISSIONER: 4. How was this capital 
employed in the industry in 1931 made up » preferred 
stock, common stock, surplus earned ~= dive: We 
took the total of the parent liabilities which amount 
to $444,158 -- 

_BY UR. KELLOCK: ..@. What is that ? A. The 
total of the. current assets, I mean, which amounts 
to $444,158.81. 


ue This is from the questionnaire ? A. Yes, 


We add to it -- 


we What result do you get there. ? A. That is 


BY THE COMMISSIONER: Q. How mch ? 
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A. $587,194.98, and that gives you a total of 


$857,489.92. 

BY MR. KELLOCK: @. $857,489.92 ? A. That igs 
the basis on which the capital -- 

Q- The appreciated value; now, have you inelu- 
ded in the case of this company any goodwill in that 
figure of capital employed in the industry ? 

THE COMMISSIONER: What is that, Mr. Kellock, 
have you included -- 

10 MR. KELLOCK; .Any goodwill in the case of this 
company in that figure ? 

THE COMMISSIONER: In the eapital employed ? 


MR. KELLOCK; Yes, my lord, A. There is no 


goodwill diselosed, 
= Ye SO there is none in the case of that company, 
all right. Now, this statenent, Mr. Howson, with re- 
gard to the Associated company shows that the profits 
have been falling off, the gross profits have been 
falling off each year since the inception ? A, What 
e is that ? 

-&. I say the statement shows, does it noty that 
the gross profits of the company have been falling off 
Since the inception of the compeny ? = aA. No, 

a & The percentages ? A. The percentages, 
yes, not the amounts. 


&. Oh no, but the whole purpose of your statement 
here, isn't it, is the relation -- is to show the 
relation between these various items that you call 
30 arious things, profits, to capital employed in the 


industry and to sales, isn't that it ? Ae I just 
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Wanted to be clear on what you were talking about, 
) figures or percentages, 

ve No, I am talking about percentages. 

THE CONMISSIONER: - Just a minute, allow me to 


5 || interject here on that question we discussed a while 


/ago about when the company began. Here is what Mr. 
Pinatel said: 


"QJ How long have you been General Manager 7? 
a. Sines we started the plant. 
10 Q. And when did you start up ? A,” 1929, 


Qs Pardon ? © A. 3929. 


. At what time in 1929 ? A. In October, 


Qe You started up in October, 1929 ? A: ‘Yes, 
BY MR. KGLLOCK;: Q, Then, Mr. Howson, if we have 
| ns the whole story we would have the story not from 
February, 1950, but from October, 1929 ? Ae As Yar 
as I know << 
DHE COMMISSIONER: We must take their question~ 
—, A. As for as I am con¢erned that is the gaa! 
Whole story because that is all that has been submitted | 
to me and 1t indicates operations started in February. 
BY MR. KELLOCK:  &, ixeept that your exhibit here 
- not go back to the beginning of the information 
2% you have ? Ae This exhibit ? 
Q@ Yes? A. No. 
| THE COMMISSZONER: Well, of. course, whether this 
lean had to correet himself iater, I don't know. That is 
fy recollection of when they began operating, some time 
30 fin the fall of 1929, and then Stopped a while and starte 
| a | | | . | 
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MR. MGRUER: Yes, that is it. There is nothing 


in the way of e financial statement. There are two 
financial statements for the Slst of July, 1931 which 
were the first financial statements they geve us, and 
there is nothing to indieste the earlier history than 
these financial statements show. I do remember they 
said there was some difficulty about their accountant, 
that he got things all balied up, and they changed 
their accountant, and there is a complete review of the 
situation by Arthur Young & Company, Accountants. I 
think they were called in to try to straighten their 
affairs out. That was what the evidencé was so if 
there is some confusion in the accounting in their 
earlier history we cen forgive them. 

BY MR. KELLOCK: *‘mr. Howson, i you suggest 
there is anything wrong with the information the com- 
pany gave you in this questionnaire for the period in 
guestion, that is February to July, 19350, thet there 
Was a loss ? A. TI haventt investigated their 
accounts. I am accepting their questionnaire, 

MR. MeRUER; You see what this aecountant says is 
sufficient tests were mode of the dperations of the 
company for the seven months ended July 31, 1931, to 
satisfy ourselves as to the substantial accuracy there- 
of. 

MR, KELLOCK: That is July, 1982 ¢? 

MR. McRUER: Yes, and thet scems to be as far as 
this man went back here who was engaged purposely to 
try to .straichten them out. 


MR. KELLOCK: He has not covered the period ? 
MR. MeRUER: He was engaged to straighten them out 
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He gave the history @ the company and the receipt of 


the $60,000. an@ all that. 
MRL KELLOCK: “I am going to take the evidence, and 
I think the Gommissioner: surely must take the evidence 

5 lot the witness in the box. 

MR MeRUER: I am not asking thet he do anything 
elke }™ 

BY THE COMMISSIONTR:° Q@. As far as I understand 
it Mr. Howson is giving his evidence based on the ans- 
wers of this company to the questionnaire.’ Wheat is their 
answer 2s to when they began ? — | Av They say 
quite cleorly here the first operating period is from 
the lst of February 1930 to the 2nd of August, 1950. 
They have inked it in right at the top of the period. 

“o BY MR KELLOCK: | &. And we have not got it in 
exhibit 907 ? Ae No. 

THE COMMISSIONER: Yes, Mr. Pinatel did cirreet th 
evidence I reed a while ago later on. He says "Pro- 
duction was started in April, 1930". He began by 
saying they started in October, 1929. 

"MR, KELLOCK: We have it, my lord, that apparently 
they made a loss of $30,000. wp until the end of July, 
1930 ? “A. What is thst ? 

25 ~ Q. I -say we have it they made a loss up until the 
end of July, 1930, cof $30,000. ? A. Yes, they ma 

a loss on trading. I notieed in turning over the pages 

there were some other adjustments of various kinds the 

through and the actual amount charged to surplus accou 
30 was $43,000. © 


y. Their loss was inercased $45,000.? As Yes. 
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‘select these particular companies ? A. In this 


Bruck Silk Company, did it 2? As. I think there w 


other basis; what was the basis ?- Ae That was th 


basis, I thought the Bruck Silk Company was examined. 


&. For that period ? A. Yes. 


BY MR. MeRUER: .Q... What did their sales amount. 
to during that period ? A. 167,500. 

BY MR. KELLOCK: Q@. Then, this statement you pre 
pared with regard to the company does show that thi 
percentage of gross profits to sales both before and 
after depreciation is progressively going down since 
the inception of the company's business? iw Yes, 
that is correct. 

%- And that the net profit, the percentage of ne 
profit to capital employed is at its lowest point in 
the year 1935, which is the lowest year which we have |? 
A, That is right. 


%- Mr. Howson, in Exhibit 907 how did you come 


group ? 
gs Yes ? -. Ae They were the companies thdt 
were examined, 
ve How do you mean? $$ A. By the Commission, 
evidence, special evidence was given in connection wi 
them. 


&. The Commission did not specially examine the 


a hearing for the Bruck, was there not ?. 


BY MR. KELLOCK: 4. It must have been en some 


«, No, it was not. 


THE COMMISSIONER: We heard about them, but we di 
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. not examine them. 


THE WITNESS; We gave Mr. MaéRuer a memorandum 
of then. 

BY MRe* KELLOCK: @.° Woulé you agree with me ,ir. 
Howson, that these particular companies show the best 
etiend in the industry ? A. I don't know that 
they do. 

4+ Can you point to any other compsny reporting 
that has done any better than these companies ? A, T 
think Riverside Silk Company is probably as good as 


Grouts if not better during that period, and it is not 


 ineluded in that group. It is included amongst the 
‘representative companies, The @consolidated Silk Mills 


for the period in which it operated was very successfu 


more so than =- 
%, Riverside Silk Mills, Mr. Howson, what kind o 


a business does it carry on? A. I think they spin 


and weare, 


ve Isn't their business largely throwing ? 
Ae I don't know, 
 &. Grouts Limited do no throwing whatsoever » only 
weaving ? A. I Gannot answer you on that question 
at all in regard to any of these companies because I 
made no investigation of what their activities were, 
4. Then, Mr. Howson, you woulda agre@ with me that 


the result which the company woulé get in carrying on 


business consisting in large part in throwing and in 


part of weaving might well be very different from the 


result &@ @onpany would get confining its attention 


entirely to weaving ? A. Well, I don't think I 
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can answer that question. 


- &e You den't know ? Ae No, I really don't 


%e A Company throwing silk on commission would not 


p in the same kind of business at all.as a company 


“paving fabrics ? 

THE COMMISSIONER: On commission for weavers ? 
MR. KELLOCK: Yes, my lord. 

THE WITNESS; That is right. 

10 THE COMMISSIONER; Wht company do you refer to ? 

MR. KELLOCK: Riverside, my lord, and I am instrue~ 
pd that the Riverside Company throws mugh more for 

her weavers than it itself weaves ? Ae I cannot 
eeswer that question. 

Si %- You have got Bel@ing-Corticelli in this group? 
Ah Yes. 

as. Have you looked into the kina of business that 


mpany carries on ? A. Not in-any particular de- 


te 


gree; I just have a general idea of what they do. 
i ve Now, I am instructed, Mr. Howson, and I want to 
ask you a question about it, that that company manu- 
pcturcs braids the raw material for which would be 


tton, tapes, again cotton, shoe laces, again cotton, 


astic, artificial silk and cotton ribbons, artifi- 


fal silk and silk, silk threads, cotton -threads, 


Siery and needlecraft, and the company also jobs and 

olesales needles, embroidery hoops, tapestries, dress 
iks, cotton threads, knitting books, angora yarn and 
itting pins. | You have not looked into that ? 

No, I do not know what they manufacture except in 


ajjgenersl way. 
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THE COMMISSIONER: t think we had some evidence 
of ir. MacDotigal’ “in Montread about thet. 
| WR. MeRUER: They ¢lai@ they are meeting opposi- 


tion in silks and rayons and things like that. _ 


MR. KELLOCK: Please, ir, MeRuer, let us not zet 


irreverent -- I mean irrelevant . 


MR McRUER: I hope T° am not irreverent. ™ 
THE COMMISSIONER: According to the evidence what 
are they substantially, a silk company ? 


10, MR. KELLOCK: No, my instructions are they ere 


20 per cent approximately a silk company, and Mr, 
‘Howson, if my instructions are correet the Belding- 
Codtaedin4 Company in marketing the major portion of 
its products market directly to the retail trade. Now, 
- in that event their expense for distribution must be 


vastly higher than a company thet merely weaves silk 


and supplies the wholésale trade ?  &e Yes, but 
their margin of profit is correspondingly higher, 
“e It would have to be higher; therefore, you 
i cannot compare the mergin of profit of that company 
to the margin of profit which a purely silk weaving 
company obtains ? Ae That is why we show dif- 
ferent percentages. You cannot possibly get a group 
25 of companies absolutely uniform. In this Clessifi-~- 


cation we followed the classification which was es- 


tablished by the Price Spreads Commission so you will 
have to blame Major Nash more or less for that. 

Q That is just the point, Mr.Howson, I am instruc+ 
30, || ted that you have -- insofar as the Belding-Corticelli | 


Was concerned it was put in an entirely differant group 
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out’ for dyeing to a-dye house ? © © A. You mean 


from these other companies ? 4. I don't thin 
so, I, think it was in amongst the silk group. 

»- Now, if you look up the evidence, I am instru 
ted you are wrong ? A. it certainly was no 
put in the cotton group. 

«- In any event, Mr. Howson, what I want to ask 
you is do you think a company of that kind is compa- 
rable from the Standpoint of the gross profit which 
it must ask. for, from the starboint of the selling ex 
pense which it is under to a company which confines i 
self to weaving silk and selling to the wholesale tra¢ 
A, No, there would be « difference, there is no do 
it,,in regard to gross profit. It would be .comparab 
ona: net,.profit. basis, 

THe COMMISSIONER:~.You are talking of gross pro- 
fit? 

MRe KELLOCK; I am talking about gross profit. 

THE COMMISSIONER: You must be because when you 
get dom to net profit after everything is paid then 
it does not matter what your particular line is. 

BY MR, KELLOCK: Q. And for the purpose of con- 
paring wages with either gross or net profits, as my 
friend did in examining you in conneetion with some 
or these companies, you would get a much larger wage 
bill in connection with a silk weaving company that 
did its own dyeing , as against wits sales . | 

MR. McRUER: Get a larger wage bill ? 

MR, KELLOCK: Then, in the case of a company 


which does not do its own dyeing but sends the fabric 
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depending on the accounting procedure. If they charge 
dyeing to the cost of the merchandise and add nothing 
to wages -- 

%. Lt would not is & proper thing for a company 
whichms its fabric dyed outside to Charge that to 
mma it did eat pay the wages ? A. No. 

a. all right. 

MR. MCRUER: My eriticism of that company, of the 
company that had a very low wage bill compared to its 
net profit, that company did its own dyeing. 

THe COMMISSIONER; What company was tht ? 

MR, MeRULR; That was Associated Textiles, 

MR, KELLOCK: I am balkine about comperine these 
companies ah Ste tiene another. Mr. Howson, in the case 
of Associated can you give me the net profit of the 
company for the period that you have shown on the 
exhibit here ? Did you give that to my friend ? 

A. The total, you mean ? 

ae Yes, _ yoyonly did it for a couple of years, Mr. 
Howson; can you give me the net profit ? Ae i 
think I gave the figure. 

Ye You only dealt with it for two years. Can 
you give it to mene by year ? Ae I gave the 
figure $573,249.76. | | 

| w- Is that before or after deprecietion ? 
A. That is after depreciation. 

GIs it before or after Ineome Tax ? A. After 
Income Tax as well. 

_ ‘MR. MeRUER: | it is the sum of the last line and 


to that there is $2.10, 600, I have added Shat goes to 
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the parent company for so-called supervision. 

MR.KELLOCK: There is something wrong with that 
because my arithmetic does not make that. If we take 
the figure you have in the last line for the year 
1951 -- Ae I beg your pardon, this is the total 
earnings of the company in the period up to 1935, 

Q. What is ? Ae This figure I am talking 
about now. 

Qe $573,249.97 : Ae Yes, and reflects the 
loss in that broken period at the beginning. 

BY THE COMMISSIONER: @. These are the total 
earnings? Is that what you say ? A. These are the 
total earnings up to July Slst, 1935. It is not the 
total of these figures, 

ae The total of these figures is greater ? 

Ae Yes, 

Q. The net profits after income taxes are paid, and 
that is a grester figure than the one you have just tolla 
us ? As Yes, because the one I have just given to 
ir, Kellock reflects the loss on the first period, Tha 
is the total net earnings for the period from the time 
the company started. ) 

a» How do you make the total earnings less thm 
the net profits ? Ae Because there was a loss in 
the first period to deduct from these profits. 

v. Theat makes all that difference, does it ? 

Ae $43,000. I think is the difference. 

&. I do not understand it yet. You have net pro- 

fits here beginning in 1931 which amount to a very cam 


siderable amount, maybe $800,000. or more net profits 
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MR. MeRUGR: There is something wrong there, Mr. 
Howson, because these figures here of net profits com 
to a great deal more than $606,000. 

THE COMTSS TONER: Yes, you asked Mr. Howson to 
give you the total of these figures and he cave us an 
other figure. I did not notice at the time. He gave 
us $573,449. but that is not it at all, thet is some- 
thing else because these net profits added together 
amount to much more than that. 

SHORETARY WHITELEY; . The figure he gave is 
$685 ,849. 

MR. MGRUER: .Yes. 

THE COMMIGSIONGR: No, that includes $110,600. 
for supervision. Have you added these figures ? 

MR.KELLOCK: The amount is $764,666. 

THE COMMISSIONER; I thought it would be about 
ie a | 

MR. MeRUIR: How muck ? 

MR. KELLOCK: $764.666. 

THe COMMISSIONER; That is net profits after 
paying income tax ? 

MR. AELLOCK: Yese 

THE COMMISSIONER: Well, we will adjourn for a 
few minutes. 

-~° The Commi ssion adjourned for a short recess, 


“Page 12435 follows. 
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-- On resuming. 
BY MR. KELLOCK: Q. Heve you been able to 


straighten thet out, Mr. Howson? A. The figure 
il gave was the net emount credited to surplus 
account up to duly $1, 1935, from the inception of 
the comeny. 

BY THE COMMISSIONER: @. How much is thet? 
A. $683 ,849,26. 

Q@. Thatis not the mmof these net profits? 
A, Ne. 

Q. thet is it then? &, Thatis the totel 
net profits fran the time the company sterted, 

Q@. Oh it goes back further? A, It goes 
back to the six months prior. 

@. It is less than this? A, it is less 
then that beceuse it takes in the net loss, and 
they alse cherge whet they call an item of organi- 
zation and development expense, 

BY MR. MeRUER: Q. How much was that? 


A. $36,000. 


Q. They did not credit the $60,000 they got 
to assist them to start? A. Thet was also 
eredited to surplus seccount. 

BY THE COMMISSIONER: Q. Was it?it 
A. Yes, in ed@ition to the $683,000. Thet is the 
result of their operations. Then in addition they 
eredi ted the $60,000. 

Q. You counted it ines part of their working 
capital? A, Yes, and the totel profits for 
this period is $762,669.41. 

BY MR. McRUER: Q@. I want tounderstam this. 


aoe woH _. eepar 


: -gatmcest 10 -- 
| O¢ eida seed soy eval .9  +tH001384 .AM Wo 
ewgit off .A .oTaoanel 4M ,duo tod? ootdghette 

eniqwe et betibers tasom fon eit ess aves I 
® soltgeoct eit mort .,86el ,fe yiul of qu daucoos 
; ait Wisqweo oft 
fiodt at dt on wok 5B 201 BETMMO 9 i? 

| 2808, 08g 
Pat Pets tou seed! Te am ont joa af + ott r rita 
ea aa 

istod ‘odf at Fath VA taedt $f ai fete 4p 
Hhotieta yiegmos aff omisv edt mat etitete ten 

gsog ti 4A Tsadix st dead acog fi BO .p 
toitq gfitnomt xia ect oF toad 

sgef.al.si As . Yeid? aed eeolei gi. .2 
fae ,es0l ton ait ai eoist tf eausoed tedt nadt ma 
~lnegto te seit aa ffise yods tate esta oals yout 
*9eGecxs Tusmqolerveh fas maltan 

Tiedt eewdame wok .p ee —_ Ya 


ie 


000,888 
oni yout 000,088 ot difeto son bi vont oh 
cela eew ted? iA - €etet @ os ated t ‘teleas ot 


.insooce enfqund OF Bedfhere 
| $iTdt as¥ 49 1HoMOLELIMOS AAT Ya : 
|| edd-etodee?: .000,8688 edt of molt EShe at j2e¥ 4 
‘| yadt mottihbe at aed? .enottsteqo ttest ro, tLse07 

sees Genta spot tannery 9900088 edt Bot tboto 
nettalno w ttedt T° dis q a3 at 2 4 Bet as08 mY .p 
<o%t et Mora Late odé Bra bs oA Fistiqse 
| "£009, S804 et hoki oldt 
|.eiw fastetehas ot inewlI .f UR oM aM YE 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 
REPORTER 


ORCNTO - CANADA 


12436 Howson 
In the profits for the esrlier period or the loss 


for the earlier period, wes thet after the $60,000 


Wes eredited, or independent of that? 4. No, 
independently. 
5 Q. Independently, so the $60,000 they got 


from the town of Louiseville would teke care of 
any Organization loss they hed prior to the c onmence 
} ment of your statensnts? &, The loss of 
| $45,000, and the charge they put through for or- 


genizetion and development expenses, $36 ,000 ae 


) i thet would be $79,000, as against $60,000. 
Q. So your steatenent for 198] would not be 
very far ou tl 
BY MR. KELLOCK: @. Surely wien we are trying. 
to find out the result of the operstions, you are 
? not going to add in a munie ipel bonus? A. WNo,, 
thet is not edded in here, 
Q. tI do not quite follow you yet. You say 
the amount edded w surplus up to July 31, 1935, 
wes $683,849.26. Is that right? A. And the 
20 $60,000. | 
Q. Well, leave that out, A. All right, 
Q. And that the total ne t profits es ghown 
on Exhibit 709 is $763,6697 A. Yess 
Q. There is a differense there of $79,820, 
~ « he Yes. that represents the $45,000 loss end the 


$36,000 for orgen ization and development cherges, 
| @. Was the #45,000 @ loss on treading? 
A. For the six months’ pester. : 

Q. And the $6, 000 was an out of pocket dige 


burs ement? 4, TI presume so. I do not know 
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what would be the source of it. They charged it 


under the heading of Orgéenization and development, 

@. It is really a cherge against profits -« 
A. Yes, 

@. And in your Exhibit 709, $79,820 is not 
included anywhere? A. No. Well, I ghonla not 
sey t het altogether, ft is not included in the 
profits. It is deductea from capital, 


@. Dedueted from Capita ? &, Yes, 

Q. - Then it is out altogether? &. Yes. 

10 ®. “Well then, the eetual net profit in the 
period is $682,849 ? | A. Well, the actual 


net profit from trading was $720,000, and if you 
deduct» the $36,000 for orgenizetion ani deve lopment 
it would be $683,000. 
15 &. All right. iWhet were the wages paid in 
this period? A. You mean from the start to 
the finish? 
@. Yes. A. $1,836,720. 
BY THE COMMISSIONER: Q. What period ere you 
i referring to now? A. From the inception up 
te dyly 1935 (?), 4s they ere shown on this que s-= 
tionnaire, they do not quite sgree with the figures 
which Mr, MeRuer hes in previous exhibits. There 
Mey be some wages ins ome of these other expense 
accounts, you see, 
‘BY. MR... KELLOCK: Q@. Which is the lerger figure? 
A. I do not know, 
MR. McRUER: . The me i heve. : 
BY: MR. KELLOCK: @. I will be setisfied with 
your smaller figure, Mp, Howson,. end that is ebout 
30 || three times the Profits in the seme period? 
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A. A little less, 

MR. MeRUER: Thet is after taking out all sup er~ 
vision end monerement Selaries, and go on? 

THE WITNESS: These ere mill wages. 

MR. MeRUER: I em teking your profits, though. 

THE WITNESS: Oh yes, 

BY MR. AULLOC i: Qe | Ang if you add the other 
geleries end wages, the result would be more than 
three times the net profit? & If TI add the 

| Other saleries end weres ? 
10 Q@. Yes. You Say thet the fisure for weges that 
you gave me is only mill weges, &. Yes. 

Q. If yo add the Superintendents' and office 

Séleriesr-~ 
THE COMMISSIONER: Ana executive seleries? 


15 MR. KELLOCK: No, just office, 


THE COMMISSIONER: Where are you Grawing the 
Line? Do you include sich Saleries aes Mr, Merx? 
MR. KELLOCK: No, 

THE COMMISSIONER: Whet do you include? 

a MRe KELLOOK: Just Office ssleries and super 
intendents' outside of executive Seleries, 

TH: COMMISSION: R: The &mheral manager's salary? 
MR. KELLO : I think Marx is the &enere 1 maneger, 
THE COMMISSION ER: No. 

BY MR. KELLOCK: a, Ff ml ¢atisfied to put it 

25 
send Office selaries on: side Of the seior executive 
offic jels, you would heve a figure thet would bring 
the Weges end selaries peid up to more then three 


‘times the net profit? = 4. Yes, I think so. 
30. || 


this wey, ‘Uy. Howson, ‘thet if you edd the Superintendents’ 
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Q@. Now gan you give me the emoaunt of incame 
tex thet was peid to the Dominion sovernment in the 
period? &. $132,916, 

Q. So that the result of the investment of 
$726 ,000 in this company some time in 1929 or 1930 
has brought about the peyment of —o of $1,836,720 
and Dominion insome tex of 152,916, as egeinst net 
profits of $683,849. Now I went to ask you, not 
particularly in connection with this compeny for the 
moment , tn regerd to the question of depreciation, 
It is not correct to sey, is it, that depreciation 
which e company sets up from year to year is e 
return of capital? | 

‘THE COMMISSIONER: Whet is thet? 

BY MR. KELLOCK; “@. It is “not correct’ %6 say 
that depreciation which e canpany sets up from yéar 
to year and cherges to profits, oris to charge 
whether there ere profits Or not, is a return of 
eepital? A. It is theoretically e replecement 
of capital. 

& itis ea replace anent of capital? 

WR. MgRUER: Theoretically, 

BY THE COMMISSIONTR: @, It restores your capi 
tat to where it was before you began. Is that right? 
A. Yes, a . 

| ‘a 28 keeps your essets going, 

BY MR. KELLOCK: 'Q, ‘If B°Goupehy Boos Wo thieke 
provisi on for depreciation there ig going to come a 
time when it will heve lost its cavitel essets; is 
that right? = The mechinery weers out? As 2% 
might not be worth as | mach when they are through 
their operetions as when they started, through wear and 
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tesr, 

@. There comes a time when mechinery wears out 
is that right? 4, Yes. 

THE COMMISSIONER: Is eny body finding feult 
with ceprecietion being taken out? 

MR. KELLOCK : | I think go, 

THE COMMISSIONER: Is it not rether a question 
of the reasonableness of the enount and where it 
comes. from? | 

MR. MgRUER: . There is no qiestion as to the 
ig principle, But if they texe more than is necessary 
it becomes a secret reserve, ir they do not teke 
ecnoug. their ecepitel becomes depleted, 

MR. KELLOCK; .I 60 not know thet you cen 8 ay 
thet if a company tekes more then experience shows 
1s is necessary, thet thet meens it is a secret reserve. 

THE COMMISSIONER: Perhaps it is not secret but 
it.is a reserve if.it is more then is needed for the 
purpose, 


Mi. KE 


LOCK: Yes, 
20 MRe MgRUER: And it is secret. It is shown 
after depreciation, | 

.THE CGEMISSIONER:. You have to go. behind the fiegur 


|; to find it out, 


, ME. KELLOCK: But you do not heve to do thet 
in every CASE. 
a UR. MgRUER: You would in every case to find out 
whet wes actuelly necessery. 
MR, KELLOCK: My friend ig giving evideme. I 
will ask the witness -< 
THE COMMISSIONER: Thetis not right. I eskea 


* Mr». MoRuer whet his theory wes eboat this. Apparently 
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you are discussing the propriety of having e sum 
each yeer for deprecietion, I do not think anyone 
questions the propriety of thet. The question is, 
is it a reasonable sum, or is it used to cover up, 
5 os My, MgRuer seys, ea reserve. 


MR. KELLOCK: Well, I em not willing to edmit 


THE COMMISSZONER: -I say, is it? I em not 
seying itis, 

i‘ BY MR. KELLOGK: Q@. In your experience, Mr, 
Howson, are not the rates for depreciation which 
are used founded theoreticelly at least on the 
experience which an industry has hed?  § A. What 
Tetes are you telking sbout? i mede no investiga- 
tion of the retes in these eanpenies, 

" @.- Then you ecamot Sey One wey or the other 
whether the rates which the compenies adopted or 
the emounts whieh they set up for depreciation were 
proper or impreper amounts? A, I em not meking 
eny comment on that at ell, 

20. @. <All right, Mr. Howson, thet is clear. 

You did, however, say in connegtion with the 
Agsociated Compeay, yOu Made e general statement 
first that you found thet in yeers where some of 
these compenies mede lerger profits they charged o 

25 lerger smounts to de recietion. Do you remember 
thet? A, I did not quite sey thet. I seid 
it appeered that the amount of the profits seemed to 
govern the amount of the deprecietion set aside esch 
year, 

@. All right, and then you pointed as en 


30 
exemple to the Agsoci ated Company in the year 1934 
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and the year 1935, and you ssid thet in the year 1924 
the Associated Company's net rofits were greater tha 
in 1925; and thet the depreciation which they hed 
charged off in the yeer when they had made greater 
profits was greater then in the year when they hed 
made less, | A, I did not refer to the profits 
of Associated Textiles at all. I was just using it 
@s en illustration. [I made the general gteatement 
thet depreciation charges were not uniform end thet 
that wes the reason we had dealt with percentages 
in the way we had. TI pointed out thet in 1934 the 
depreciation in this stetement wes apparently not 
in accordence with the preceding charges. I do not 
think I mede eny reference to tie profits of this 
company in relation to thet et all, 

QQ. What did you mean when you said that in 
1934 the depreciation was not in secordence with 
the previous history? A. Because I resd off 
the emounts of depreciation during the years, 

Q. Yes? A. And I pointed out that in 
1935 the depreéietion wag $57,804 as seainst 
$85,867 the previous year, and thet the investment of 
fixed essets was greater thet yeer than the year 
before. It had inoreased from $1,180,000 to $1,307, 60d. 
Ido not think I related it to the profits of the 
year et all. As s m tter of teet the profits of the 
year were less than the yeer before. Theat may explain 
it. | | 

Q. You said, Mr, Howson, thet the investment 
in fixed sssets in 1924 was, how much ? 
A. $1,180,000 oda ss egeinst $1,307,000 the following 


| year. 
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THE COMMISSIONER: And the first year they 
took $85,000 for depreciation, and the second year 
$57, 000, 

BY MRy KELLOCK: Q@. Will you give me the 
figures for 1943? 4&, The deprecistion figure 
for 1955 was $76,924; ani the dgset figure $1,036,000 

@. And the profits in 1953 were whet? 

A. $197,000. 

Q. And in 1934, $144,000. Is thet right? 
A. $197,000 in 1935 end $144,000 in 1934, 

@. And they took legs depreciation in 1933 
when their profits were much higser then in 1934, 
when their profits were muc h Lower? | A. In 
reference to the two yeers, yes. 

MR. MgRUER: Of course the net profit is efter 
deprecice tion, 

MK, KELLOCK: Theat is all right, yes. 

BY MR. KELLOGK: @. Now, Mr. Howson, with 
regard to Dominion income tax, No csompeny cen operat 
in Cenada without paying Dominion incone tax? 

A, Well -« 

MR. MeRUER: I em not so sure about the t. 

THE WITNESS: There is an exemp tion. 

BY THE COMMISSIONER: Q. Whet is the exenntion? 


A. %I think it is $2,000 a year -- no, I am wrong, 


there is no exemption for c Ompenies. 
BY MR. KELLOCK: Q. I did not think you were 
going to be sl elenentery with me, Mr. Howson, 


‘If a compeny makes any profit at all it has to pay 


ine one tax? 4. It should, 
Q. There igs no escape from that, is there? 
4. There should not be. 
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@. Then is not thet en expense the compeny has 
got? ~& Lt_is not an expense et all. 


Q. You eall it a profit-smring scheme? 
4. If a company makes no profit it peys no tax, 
If it makes profits it Giyides with the Zovernment. 
@- You do not think thet is a cherge which the 
compeny has to keep in front of it in operating? 
A. No, 
THE COMM 


SSIONER: Whet is the point of that? 
Cen you tell me, My, Kellock? 

MR. KELLOCK: The point of that, my lord, is 
thet Dominion ingane tex is en expense, 

THs WITNESS; Are you going to include it in 
your costs? 

MWR. KELLOCK: I would think go, 

THE WITNESS: .I would not. | 

THE. CQUMISSIONER: Ip erriving et your net in- 
come, it is en outge. 

THE WITNESS: Yes, 

MR. KELLOCK: We have a lot oi figures in this 
ixhipit, "before income tax," i do not know the 
purpose of that. What is the Significence of thet? 

THE COMMISSIONER: Whet is the trouble with thet? 

MR. KELLOCK: What use ere the y? It is what 
the compeny nets that is importeni, and not whet it 
nets plus something else, 

THE COMMISSIONER: If whet it nets is not gs hown, 
you might have sane camplaint, but es long as the 
whole pie ture is shown, what is your ¢ aapleint? 

You have gross profi ts before Cepreciation, grosg 
profits efter depreciation, net profits before income 


tax, net profits after income tex. There is nothing 
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there thet is going to misleed enybody, 

WR. KELLOCK; Very well, my lord, but my friena 
referred to gome of these figures, "before deprecia- 
tion,” end “before income tax", : 

THE COMMISSIONER: You cen refer to then eny way 
you like, 

MR. KELLOCK: And I wes asking Mr. Howson, who 
seys thet income tax is not an expense but e« gherte of 
orofits <- 

THE COMMISSIONER: Whet is the di {ference to me, 
So long sg I have these figures? 

MR. KELLOCK: I do not think there is eny point 
to it so far es Your Lordship is c onecerned, 

THE COMMISSIONER: What is the difference when 
in the long ran you find thet last year the net 

protits were $932, 000, Whether you call sn iten ebove 
that en item of expense or » <tere in the cross 
profits?» Wheat difference does it make? 

ME. KELLOCK: Wheat I do not ‘follow, my lord, 
is why my friend spends time in speeking of net 


profits before and efter depreciation and ignores the 


income tex, 
THE COMMISSIONER: I+ is not ignoring the ine ome 
tax, 


MR. KELLOCK: In sme of his statements and 
exeminetion, as I took it down, he dia, if you will 
perdon me, my lord, but the point I think ig el eer 
now, | 

BY MR. KELLO&: 3. Now, Mr, “Howson, would you 
go to the next sheet, the Belding-Corticelli Company. 
The first figure you heve there for 1926,. ce pital 
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employed.in operations, is $2,544,825.99, How is 
thet figure mede up? .. vpovee,4- In, the seme 
generel way as the other one, | hese ota tesen' 

THE COMMISSIONER: He. seid it was the difference 

3 between the assets and liabilities. efter elimineting 
good will, # ix | rrent seecuné 

MR. KELLOCK: Not. the, difference between all 
assets end eli liebilities, Whet about good will? 

THE COMMISSIONER: After elimina ting good will, 

MR. BELLOCK: .I see, 

THE. WITNESS: Do you went me to giv the detail 
of that? 

MR. KELLOCK: No, thet ig 11 right, ; 

BY MR. KELLOCK: Q@. In the next line you 
show capitel employed outside industry $106,662.15, 
How is thet made up? A. Call loans eni bonds 


of the company, It is investments for sinking fund 
purposes, Tao: , 
Q@+, Cell. loans. end bonds hela by the ¢ ompany? 
4. for sinking fund purposes, . | 
20 &. What ebout eash on hena? A. That is 
in the capitel @iployed. 

»&-. That is in the top line? Ae .. Yes, 

&» And cash in the benk? A, Yes, 

G@. Thet is in the top line too? _ A, Yes. 
ae - @ If a company has cash in the bank at one 
ber cent, do you regard that as capital employed 
| in .the business while if a cOmpeny buys e bond or 
puts the money out on call loan st. a. higher rate, you 
regard. that. es capitel employed outside the business? 
A... Well, I have got. to presume thet any money thet 


ig invested outside business is not needed in the 
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12447... Hows on 
business, end thet eny money kept in the businegs 
is used for business purposes. Thet is the only 
distinction I ean make in making up these Sta tenents, 

THE COMMISSIONER: When. you refer to money in 
the benk, Mr, Kellock, do you. een Savings account 

MR, KELLOCK :.. Savings or eurrent account. 

THE COMMISSIONER: Why do you. regeré s current 
aceount as not working? | 

MR. KELLOCK: My qiestion to the witness was 
if he regards money left in the benk as capi tal 
employed. . 

~ THE CCMMISSIONER: Left in the benk? it is a 
Surrent account. It is being handled all the time, 
is it not? 

THE WITNESS: Yes, It is & current account 
hendledell the time. 

MR. KELLOCK: It mey Or may not be, 

THE COMMISSIONER: When you say, left in the bank 
I would think you meant a Savings account. You would 
@eall thet an outside investment, if he hed a sevings 
account in the benk? 

THE WITNESS: Not mecesserily. If it was a 
permanent investment, yes, it would come in the seme 
cetegory as investments or seeurities, 

BY MR. KELLOCK: Q. Whet you ere eaying ig 
tatifa company leaves its money in its current 

capital 
eccount, you would regerd thet as employed in the 
business? 
THE COMMISSIONER: I do not think you are 
putting the question feirly,. unintentionally or course. 
You use two words thet do not run together. You 


say, leave its money in & current account. A 


ne awoH Peper 
ahoftasd oft-mt eqod-tenom ye fads Smo", eaenhesd> 
qino si ef tadT © .sonogtsg enoninad sot beaw at 
_etmemet ete srodt ax sable al ‘eism ase I'noWontteid 
“gh yaom of reteT BOY HOdH [HeMOTLRIMMOO- SAT 
‘Swhdnba Agaivae’ ase si woy'ob doe LW wake Gene vite 
imso00s faettss TO egatve? + MOLD fe OS” 
saeriso nce aioneg ob ycW AOL eeTMMOO SNP 
 @gutivow fom ahiaienan 
ssw Beentiw oft of — yt R06 . 
ist iqes 28 Aasd oft at stei youom eitaget od Ti 
eat ¢I tiasd off at ted sMaMOTeeIMMOO ar 
mist ait Lis bei dna hesong ei = tao o98 tHetis9 
Yen t2 al 
 Sapoves tao s af ef JeeY “:emmriw aero 
i FE RR LIGA TEP oe somty of? Ife bol baba 
2 Ved ton cam re Yom FI ae ae 
aed edt at ttel ,yse s0% aoe saavoreatwaoo Shr 
bivow HOY desooes spaivse s tfeest wey aatat Sivow I 
ee s bed of tt , dapadsovnt ebietnd na tedf ILeo 
fired edd ni tayooos 
s eawsitl .ylicsssesem fo eaaNTIW BET 4 
omens odd nf omoo Sivow vl \wey taendsevel tacnamreq 
weoitiivess to ataemtgemrt ee yrogeted 
uf yatyes ors woy ded Jp © cuboid jam Ye 
fret. att at yokost aft eevee f Ynanoo 2 TE tait 
edt at wake tee Nee tnd? Broge¥ bLwGw sie .tam 0s | 
» bao? | Yoagaee tl eo Liem S008. Sigipeettand | 
exe neG-antdt tox ‘ob T amorernawy ma oF | 
eetvoe 10 Yilssottsstaias ,yitist no tées dp’ it satr vue’ | 
‘ peY  .tedtegot “ar Pom! 6d t add ebtow ont oem wo¥ | 
°K Pimicvee soraae bik (qonou SF2 Swed Vest | 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 

RONTO - CANADA 


12448 Hows on — 
current eccount does not mean money is left there, 
It means it is used. I presume « current account 
is used for business purposes. Is not that right? 


Is not that the kind of account you mean? 


MR. KELLOCK: I mean money in the bank, yes, 
I’will sey in’a current account. 
BY MR. KELLOCK: Q:; T ask you, Mr. Howson, 
if the company has its money in @ current account, 
| Would you regard thet as capital employed in the 
ivi business, but if the compeny takes that money or eny 
pert of it and puts it out 6n eall loan or buys e 
_ bearer bond with it, both of which are immediately 
avelleble for the business by a telephone eall, you 
would regard that as money employed outside the 
industry? ~ dee” 2 Widl Bn oWee “that this way. 
i In preparing this ste tement I have treated bank 
_balences as working capital required for the busi- 
ness. Otherwise, I woula have hed to meke investi- 
gation as to whether the money was excessive bey ond 
the requirements of the company or on some other 
20 | basis, | 
Q. Theat is the pOint. You would have had an 


awful lot of difficulty, and you heve an awful lot 


}of difficulty today in saying thet this company or 
any Other canpany thet puts part of the eagh which 


25 || it hes on hend or in the benk out on @ call loan -- 
you would heve an ewful lot of difficulty in Saying 
thet thet was money it did not need, A. I have 

‘treated it thet way. That is the answer I have given, 
MR. McRUER: You Show sll that on your stetenent. 


x You show the percentage to totel capi tel employ ed. 
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it is in the middle of the page. You could not get 

® feirer wey of putting it.. 

MR. KILLOCK:°° The besis of the aivision is shown 
in the first two lines on the pege. 

THE WITNESS: Yes) as far &®s the cash belances 
are eoncerned, 

BY MR. KELLOCK: @. And you do not know, Mr. 
Howson, in the ease of this company in 1926 or 1985 
or eny intervening year, whether or not the emonts 
thet you show there es invested outside the industry 
Were really needed? A. I em just seying it 
was invested outside the industry, and it is shown | 
here as it wes, and I em treating it in thet wey. 
4s far as the cash on hend is concemed I take the 
balame this colfpany has meinteined from yeer to 
year according to their returns, and I presume it 
is necessary in their business to heve these funds 
avellable for working capital, 

_ MR. McRULR:.. They got a bigger return in 1935 
| On the money invested outside the business than on 
the money invested in the business, 

Mi. KELLOCK: If you piease, I would-like to 


examine the witness, 


BY MR. KELLOCK: Qe Is it not fair to say, 
\Mr. Howson, thet money invested on cell loan cen be 
hed at°’once? 4. It is available, but 
jet the seme time it is invested outside the business, 
|frewine revenue from some other source than the 
ltrading operations. Thetis really the distinction 
thet is being made, 

THE C GAMISSIONER: Ought not that to be the 


test? Thet is to say, any perticuler fund thatis 
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drawing revenue from outsi de the business mey cease 


to do thet when you call it, but es long eas it is 


left there, you cannot sey it is working in the 
business, 


MR, KELLOCK: My submission would be just es 


| logieal, I submit, to sey thet e current eccount 


which is drawing one per cent is money working out- 


side the business. 

TH COMMISSIONER: I would not sey that because 
it is not entirely outside. The bank may give you 
one per cent to have your account, but still it is 
& workins annanmat However, as long as it is set 
cut here, what is the difference? 

MR. KELLOCK: I wented to know whet the sSicni- 
ficame of the first two lines was, 

MR. MeRUER: It shows in the middle of the pege, 
"Total Revenue, percentage per total capi tel employed, 
also the"percentege of capital employed in operations, 
dealing with revenue from operations. 

MR. KELLOCK: I wented to find out the Ssigni- 
ficance of the first two lines, which is cerried 
ell through the exhibit and through others I heve 


seen. 


-- The Commission edjourned et 12,30 p.m, until 
2.15 poem. 


(Pege 12451 follows) 
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-- The Commission resumed at 2:15 P.M. 


> oe 


BE. J. HOWSON, Examination resumed. 


BY MR. KELLOCK: & Mr. Howson, in these figure 
which you have of capital invested outside the indus- 
try in the case of the Belding-Corticelli Company, 
aah figures are at the end of each period? A. Yes. 

Qe That is, it is just the eondition existing o 
one day in each year ? Ae Yes. 

| Le Dia you look into the situation at all as be 
ween 1930 ne 1951, where in 1950 the figure is 
$156,000. and in 1931 $402,000.77 A. What figures 
are you referring to there ? 

THE COMMISSIONER; That must be the top line. 

MR. KELLOCK: It is the second line from the to 
in 1930 and 1931, capital employed outside the in- 
dustry ? A. No, I did not look into it at all. 

Qe You are not able to say then whether or not 
the inventory in that period had gone down about a 
similar sencaae ? 

THE COMMISSIONER: As to what ? 

MR. KELLOCK: As to whether the inventory had 
gone down, my lord. | 

THE COMMISSIONER: Let us understand, this is 
papital. enplored outside the industry ? 

MR.KELLOCK: Yes. : 

THE COMITSSIONER : Where does the inventory com 
into it ? 


MR. KELLOCK: Well, if the inventory was realize ; 
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and the proceeds invested that is where we would find 
it if that condition existed, but you have not looked 
into it? A. I have it right here. 

BY THE COMMISSIONER: We What have you there ? 
Ae I have the balanee sheet which shows the eonditim 
of the inventory and the condition of the investments 
outside . 

w+ Who made up the figures $402,000.; are they 

shown there ? A. Yes, they are right here. 

Ge Under what heading ? ive Under the heading 
of Investments outside, They are investments outside 
the business at that time. 

@- You cannot tell us how they become swollen 
from $136,000, A, Mr. Kellock suzgests the in- 
ventory has gone dow which it did, from $919,000. 
to $625,000, and it kept on going down. 

BY MR. KELLOCK: Q. ‘That means then that the 
company realized it did not need to have such a high 
20 inventory, and wanted to reduce its inventory and 
turns it into cash and temporarily invests it ? 
A. Yes, exactly. 
ve Lt see; and as between 1932 and 1933 what 
about the inventory ? Ae It Went down further. 
25 BY THE COMMISSIONER: Q. When is that ? 
Ae~ Between 1932 and 1933. 
| MR. KELLOCK: Bétween 1932 and 1933, my lord, 
BY THE COMMISSIONER: @.° It WHE Ten aguin in 
1952 below 1931 and it is up again in 1933 ? A. The 
inventory goes up again in 1934 and 1935.” 


i. In 1935 ? A. The inventory. 
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Qe Oh, the inventory ? A. The inventory goes 
up and the investments go down. 
BY MR. KELLOCK: &. You have not aétempted &6 
average the condition as to capital employed outside th 
5 bnbughey inescaanh the year by any case ? As Ho, 


iI have just taken the closing figures. 
% At the one day in each year ? Ae Yes, 
ve Now, in yOur result in the third line on that 
sheet which you get from adding the top two lines as y 
10 heve said you have eliminated ery tt altogether ? 
Ae YoSe 
ve ult. Heson, have you attempted to value in any 
way the asset which the present company got when it 
bought. the businesses of the preceding companies ? 
i 4. No, I wes. just taking the company's own figures for 
these valuations. 
Q... Well, in eliminating the goodwill of some 
$948,000, which appears in the company's books you hav 
i done that without attempting to find ait whether or no 
that goodwill had any value or not; you just disearde 
it ? Ae Just disearded it, yes. 
we You, I suppose, have often been asked by clients 
to. look into the velue of shares of companies ? | hie 
25 Q. And investigate the circumstances, and do you not 
put any value on goodwill? You never put any value 
on goodwihl when you are valuing the shares in a company ‘ 
Ae It depends on the company sonietimes. That factor 


| 

| enters into it. 
| Se And have you acted where a company was. buying 
| 


the assets of another company as a going concern ? 
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Ae Yes. 


Qe And you would no doubt often fim that if the 
company is a going concern end meking profits then th 
seller puts a value on his goodwill and the purchaser 
pays it 7 As He.usually demande a price for it. 

&, He usualiy demands a price for it,.and holds 

the purchaser up to paying it, and if yom » in advisi 
the purchaser come to a consideration that the godiwi 
is at a certain price -- we will just use §500,000. 
> for an exemple -- you advise your client to pay it 
and it is paid in cash, would you then, if you were 
advising your client as to the smount of capital em- 
ployed in the business of the purchasing company, wou 

15 “you immediately deduct the amou&tt pnaid for goodwill? 
A. Would Ioshieh ? 

®. Vould you immediately deduct the amount paid 
for goodwill ? A. No, just befor 
thet, the preamble to your question. 

20 &, Heving advised your client that $500,000. 
was @ proper figure to pay for goodwill in addition 
what they pay for other assets, and they, acting on 
your advice, pay that, and then they ask you to tell 
them how much is the capital employed in their busi- 

25 ness, that is, the purchasing business, they having 

eequired the csoodwill ana ether assets would you dee 

duet the amount paid for goodwill ? A. Under 
those circumstances, noe 

me Under those circumstances, no; now, if your 
30 


clients instead of havive cash to pay for thet asset 


gave shares that the vendor was willing to take -- 
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THE COMMISSIONER: Shares in wheat ? 


BY MR, KELLOCK: %- Shares in the purchasing com- 
pany, would you deduct the value of the goodwill from 
jthe capital employed in the business ? A, No, not 
in those circumstances, | 
we Well, here in the case of the Belding-Corti- 
elli Company the gocdwill was valued at almost 
one Million dollars, shares were given for it and you 
have e@liminated it entirely from the capital eupicved 
id fin the business ? Ae Yes, because I 
am preparing a statement from an entirely different 
gle. | 
we What is th¢angle ? A&A. To show what this 
| 15 ompany is earning. | | 
a+ Compared to what ? Ae As a trade; the gocd- 
will is the valuation of the earning power these busi- 
nesses have created in prior years. 
we Prospective earning power ? Ae No, past 
29 |jea2rning power. 
4. And the ability to continue ? Ae Yese 
MR. MeRULR: Probably my friend can tell us now 
we are at it whether the Dominion Bond Company did not 
buy these shares at a million dollars lene than they 
25 sold to the Belding Paul Company. He must know that 
because he is acting for then. 
MR. KELLOCK: I know nothing about it. 
MR. M@RUER: I asked to get the information. I 
asked for that in Montreal and I have never had it yet 
#9 MR. KELLOCK; Please let us not get off the track, 


MR.MeRUER: I am not off the track, I am dead on i 
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BY MR. »KELLOBK;,..Q..Mr. Howson, J am asking.you 
in- you said you. prepared this statement from a certai 
sangle ?,. A. YeSe.: 

&.,.Now, I, don't quite understand what the angle 

5 is ? A. To show the earnings of this industry. 

ye On what ? A. On the capital invested, 
on the physical assets employed.in the earning of 
the capital. 

Q. Vell, the percentages you have got of net pr 

10 fits to capital is simply on tangible assets ? 
&e Yes. 

.BY,.THE COMMISSIONER: Q, . That is on capital aft 
eliminating goodwill ?.. ~» oheoy LOS. 

BY MR. KELLOCK: Q. It is not really on the 
Capital employed, it is on the tangible capital 7? 
A. It is not really on the capital that the company 
has issueé. 

«we No, I am not speaking of that, it is not on 
the capital employed, it is on the tangible capital 
employed? A. It is on the capital represented by 
tangible assets. 

QQ. All right; JI notice, Mr. Howson, the figu 
which you have whichare at the foot of the first 
section of the page dealing with the Belding-Cortice}li 


25 
Company, that is, the net revenue applicable to common \ 


‘% 


oS 


stock equity, you show certainpercentages there 
throughout the period ? A» Yes. 

Qe Am I right in saying the average is somethin 

30 under five per cent ? A» 49 per cent. 


Gow Pardon ? Ae 409 per cent. 
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think I would pass an opinion on that. 


‘that is done ? “a. That is in order to arrive at 


.. And that, as you say, is simply the rate on 
the tangible assets . I do not iia Seek yok would say 
that was an excessive rate of earning ? As I don't 

.. You won't pass any opinion on that 7?” et) 

BY THE COMMISSIONER: Q. Why ? A, Well) I 
think it requires amore extensive investigation of a 
business. | 

.» What factors are not there that won't allow 
you to pass an opinion ? I mean, with your experienc 
and in your profession you ought to be able to give us 
an opinion if you had all the factors. What is 
lacking ? “A. I haven't mode any real investigatio 
of the business as to {ts hazards, and thet sort of 
thing. 

.. All right. 

BY MR. KELLOCK: Q. Mr. Howson, I notice that 
you also deduct from the figure that you call total 
capital empioyed fixed income capital which ineludea 


bonds and preferred stock; would you just tell me wh 


the ¢c ommon stock equity, the revenue applicable to 
the Fy snche stock equity. 

~e in Aaine that you are notsuggesting in any 
ea that nothing should be earned on the money 
borrowed, for instance, on bonds except what the 
: rrower has to pay ? &. That is what the com- 
cele para far the tee oe ttl 
er we ATO you sugeesting hn setting it up that way 
that nothi:¢ should be earned by the borrower ?° A. I} 


am not sugkesting anything, I am just setting out the|/ 
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facts. 


Se No one will borrow money without the expecta 
tion of being able to carn more than they paid for it 

MR, McRUEIR: Whe whole purpose of this -- we are 
not scolding anybody -- the wemstiaes is to set out the 
fects of what they have done under tariff protection, 

MR. KELLOCK: We have heard that before. I want 
to get it fron Mr. Howson, 

THE COMMISSIONER: Go On, what is your question, 
10 BY MR. KELLOCK: &- I said no one would borrow 
money, mo company would borrow money if they did not 
expect to make more than they hed to pay. Ae In 
borrowing money to sinmnee & business they expect to 
make profits over and above the amount they paid for 
15 the borrowing; there is no question about that. 

ve Mr. Howson, you have had a good deal of expe-~ 
rience and I want to ask you this. In the case of a 
company which is putting out an issue of stock for new 
capital that it needs, is it not a fact that the under 
20 writers want to know how many times the company hes 
earned -= over a period of years in the company's ex- 
peri enee, how many times the company has earned its 
bond interest, if they are proposing to raise papaved 
by way of an issue of bonds or stock; isn’t that a4 


25 
very common thijig ? Ae Yes. 


we Now, perhaps there is no point to this, but 
my friend made some Reference to -it and I would like 
~- no immuendos, irs MeRuer -- my friend was using 
ce | a figure whi ah you gave him for net profits -<- I am 
/ not sure whether it was in connection with this compa 
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and then he added to that the amount which the con- 


pany had paid to redeem its bonds. Do you reeall that 
My friena was saying the net profits of this company 
over a period of years are so much and the amount paid 
to redeem its bonds -- I think it is the Belding- 
Corticelli Company that did redeem its bonds -- is so 
much, We add those two together and we show that the 
company apparently did that, and is there any object 
from an accounting point of view or your point of vie 
in adding the net profits to the amount paid to re- 
tire bonds ? Ae No. 

te No point to that at all ; the bondholder is a 
creditor of the company, isn't he ? A, Yes. 

se Just like the man that supplies coal ’ 

4. Probably better off, 

we Yes, he has got a little better security. Ther 
would not be any more object in adding the amount paid 
to redeem bonds than the amount the company paid for 
its coal ? Ae NOe | 

MR MeRUER: Just a minute, so that you are not 
deceiving yourself, My point isn't from an eecounti 
point of vives it is from a tariff point of view. that 
they are able to pay off their bonds. It is a questio 
of how you are “getting aionz. Theat is all. 

BY MR. KELLOCK; QO. Mr. Howson, would you be god 
enenath to give me in the case of the Belding Company 
the amount which the Belding Coupaaey vane for mill wag¢s 
in the period 1931 + 1935 ? A. 1931 to 193 

le Yen, please ? 


THE COMMISSIONER: That is ineluding both years? 
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MR. KELLOCK: Yes, my lord, inelusive. 
A. $2,535,135. 


BY MR. McRUER: &. How mueh ? Ae $2,355,135. 


BY MR. KELLOCK: Q. iI make it larger than that; 

5 What are your figures 7 A. Well, this may be th 
same situation as in the Associated Textiles. 

THE COMMISSIONER: You said in wages ? 

MR. KELLOCK: Yes, my lord, A. The total mill 
wages May be spread over different headings. 

10 we Just give me your fifures and I will see; how 
many years have you got there ? . &.e I have got 
1926 to 1935. 

BY HE CCMBIISS TONER : Ge You asked for five yeard, 
beginning with 1931 ? 4. The amount I have is 
$525,426. for 1931; $481,426. for 1932; $415,869. 
for 1933; $452,835. for 1934 and $459,569. for 1935, 

BY MR. MeRUER: Q. A total of how much ? 

A. A total of $2,335,155, 

~, Have you any idea how rany that is distributed 
among? I suppose not ? A. Yes; I have got that 
here. 

BY MR. KELLOCK: Q. Now, you havghot included 
in that the mechanical staff, have you ? A. I cannot 


tell you that from these returns, Mr. Kellock. 


BY THE COMMISSIONER: Q+ ‘Y,at is asked for in 
the return ? A. We asked for wages inthe return, 
w» these are the figures you got ? A. Yes, 
they apparently charged other wages unier other 
30 headings. — 


BY MR. KELLOCK: . Now, if you look on page -- 
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it looks like 19-- A. Yes. 

a. Is it headed "Salary and Wages Classification"? 
Ae Yes. Mill wages there are $492,000 for 1931. 

“. That is without mechanical staff which is the 
very next item ? 4. Then there is $32,000. 

@. And mill Supervision aud clerical ? A. Oh yes, 
I see, it is down below. 

ve I want the totals of those, Mr. Howson ? 3 
A, 1931, $624,957. Wait till I aad then up. 
10 $2,822,416. : 

Qe And 1926 to 1950 7 A. $3,267,810, 


Se Now, Willyou give me the income taxes paid the 


Dominion Government in both these periods, 1926 to 
1950 first ? A. I don't know that I can give you the 
amounts paid. They have hers a government tax re- 

| serve which they sey up PY & provision for it. I 
don't know whether it is all paid or not. 


w. All right, let us have that ° A. In the 


irst six years $81,606, 
@ The first five years, isn't it,2926 to 1930 
inclusive ? : 
THE COMMISSIONER: You say it is 1926 to 1930 ? 
THE WITNESS: The first five years. 
5 MR. KELLOCK: Mr. Howson said six, A. And 
$70,500 for the last five. _ 
&. What was the Sixst figure ? A. $81,606, 
BY THE COMMISSIONER: Qs What 4s the next figute? 
‘ $70,500. 
30 BY MR. KELLOCK: Q. Now, then, looking at your 


statement as to net profit if my arithmetic is right 
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following period from 1931 to 1935 the net profits o 


the company shrunk to $559,070. ‘The wages were 


net profit on sales and below thst the percentage of 


dre Yes. 


12462 Howson 
the net profits of the company after income tax from 


1926 to 1930 inelusive were $985,394. whereas the amount 
paid in wages in the same period was %5,267,810., 
and the amount paid for Dominion income Tax, or 


appropriated for that purpose $81,606., and in the 


$2,822,416 anc the amougit paid for appropriated for 
Dominion Income Tax $70,000.; is that right ? 
a, I have not ¢hecked the profits, 

is I have added then across the page 7? A. Wel 
the figures are together, 

we All right; now, coming to the Bruck Company, 
Mr. Howson, which is the next one that you dealt wi 


right at the foot of the page there is a line there, 


net profit to sales; that is what that means, is it 
A. Yes, 
Q. Now, in the year 1929, you show 20.4 per cent 


and in the following year it drops te one per cent ? 


ue Have you looked into the situation so as to 
be able to teli us why that result came about ? 
due The only reason is they had less profits, I pre- 
sume. i have not looked into that beyond the figures 
shown in the statement. 

“.« Of course, it must mean they had less orofits 
but do you know why ? &e No, I don't know 
WHY 


ve You don't know whether they had to take a big 
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loss on their inventory or not. 
! MR . McRUER: Probably they did not have an in- 
ventory reserve. 

MR. KELLCCK: If that-was se some of that night 


well be applicable to the yesr 1929 instead of all in 


the one year, 1930 ? its Loam just taking the com 
pany's statement as submitted to me. There is no 
information given es to thet at all. 

MR... MeRUER: It was not the sale kind of drop 
10 || in the Associated Company so one would hardly think 


it would be inventory, 


BY MR. KELLOCK; &- Now, you show the percentages 
| there at the foot of the first section of the page, 
that is, the net revenue. applicable to common stock 
equity, and the percentage, if my arithmetic is right, 
the average across the sheet is approximately 12 per 


| cent; is that right ? 


_ THE COMMISSIONER: I don't guite understand. 
| Which item are you on ? 

= | MR. KELLOCK: The percentage, my lor, of net 
revenue applicable to common stock equity. 

| THE COMMISSIONER: The average per cent is how 
-_ ? 

“2 MR.KELLOCK; 12 ver cent. 

THE WITNESS; I would have to work that out, 


_.%e 4re you in a position to say, Mr. Howson, 
whether or not that is out of the way or not ? 

| Tits COMMISSIONER : Out of what way ? 

30 THE WITNESS: I am in the same position in regara 


to that as I was with the other one, 
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BY M2 KELLOCK; «. You cennot say, considering 
the nature of this business and the amount they have 
eatned whether it is more or less than is reasonably 
ee be expected ? A. Wo, I would not like to pess 
5 any Opinion on it in that WAY 
%«-then, would you turn over the page to Gra t's- 
Ch, Mr. Howson, I did want to ask you in the case of tHe 
Bruck Gompany if you would give me the same informatio ; 
and, that is, ean you give me the wages paid by the 
10 Company from 1931 to 1935 ? 
MR.MCRUER; If it will shorten it up I will have 
Mr, Howson prepare thet for you and we will file it 


for all these companies that are in this sheet beceuse 


it takes a long time for these mathematical calcula- 


si tions that probably you have already. 
MR.KELLOCK: No, I haven't got it. 
MR.iicRUER: You have got copies of the question- 
naire surely ? 
_MR.KELLOCK: I haven't got them. TI cannot get 
i them from these companies, I em in your lordshipts 
hands. 
MR. MeRUER: I was just wanting to help it alonge 
THE COMMISSIONER: Go on and we will see how long 
25 it takes, 


PHE WITNESS: You went them for both periods, I 
presume ? 
MR. KELLOCK; Yes, please, 
~ THE COMMISSIONER: I's there no other witness from 
30 || the Company who can give us these things off-hand 


without having to put the witness in the box to the 
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12465 Howson 
rouble of making the calculation for you. 


MR. KELLOCK: No. If Mr. Howson would do it 


ay. 


i will have it done. 


pn the record in the proper way end all together. 


BY WR. KELLOCK: Q. If you would do it for all 


wes 


cular company now, if you don't mind, and then you 


n do the rest of them ? 


3 


he first five years, that is covering the mill -- 
BY THE COMMISSIONER: &. Covering what ? | 
++ The mill and mill supervision, $940,318., and for 
he next five years --. 
BY MR. MeRUIRs ) Q. What is it ? I di@ not get 


hat ? A, $940,318., and for the next five years 


se That includes the Valleyfield company ? 
MR. KELLOCK: No, this is Eruek, 

MR. MeRUER: Oh yes, I beg your pardon. 

WR. KELLOCK; And the Dominion Income Tax, Mr. 


Howson ? 


aside ? How is it called there ? 
MR. DAVIDSON; I will make it up, Mr. Howson. I 
have the figures right here. 
“THE WITNESS: ‘Im the first five years $44,279, 


in the second five years $83,067. 


yor all these compenies perhaps that would be the best 


MR. MeRUER: If Mr. Kellock tells us what he wants 


THE COMMISSIONER: Yes; then you get the figures 


Fhe contpanios but I would Jike to have it for this par- 


A. The total wages for 


THE CGMMISSICNER: Is thet the tax or what was put 
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BY MR. KELLOCK: 4. Well then, have you got 


the figure for net profits in the same period 7 
| THe COMMISSIONER: Net profits on sales ? 
| MR. KELLOCK: Yes, my lord, 
5 MR.ble RUER: We have given thet. It is 
$578,388. for the first five ycars and $517,829. for 
the next five years, or a total of $696,218.08. 

MR,KELLOCK: Is that right ? Then, we haveit 
then that from 1926 to 1930 the net profits were 

10 || $378,600, and the wages paid $940,000., and income 
taxes $44,279. in the period 1931 to 1935 the net 
profits were down to $517,829. and the wages were up 
to $1,869,916., almost twice as much as in the pre- 
vious period, and the ineome taxes were twice as much 
$85,067. Then, when you turn over e- 

MRe MeRUER: Hold on now, I misled you there, Mr. 
Kellock, I was trying to help you but I cited Grout's 
figures for profits. . 

THE CCOMMISSICNER: Well, we had better straighten 
all that out then. I saw there was an error myself 
there. Which company is it we are talking about ? 

MR. KELLOCK: Bruck's, my lord. 

THE CGMMISSIONER: I think, Mr. Wellock, if you 

were to take out of this statement the figutes that 

| present the favourable aspect you have put before me 
you had better do it or have it done with Mr. Howson 
outside and bring them here end rend then to me because 
we are wasting a lot of time here, and I cannot carry 

30 them in my head anyhow. 


MR. KELLOCK: Very well, my lord. 
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MR. MeRUER: If Mr. Kellock will just sive us 
a short memorandum of what he wants then we ean have 
it prepared. 
THE COMMISSIONER: Yes and then you have it on 
: the record where it ought to be. 
MR, KELLOCK: .I think Mr. Howson understands what 
I.want, 
MR.M¢RUER: I would sooner have a memorandum of 
just what you want ,. have it made out A,B,C,D, and 
sa then we know exactly and no mistake about it, 
1 Page 12470 follows. 
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MR. KELLOCK: I esnnot tell you in sdvence, 

THE COMMISSION®R: No. Teke your time about it. 

THY WITNESS: The net profit for the first five 
years was $780,000, end for the second five years 
$783,572, 

THe COMMISSIONER: Thet makes it Look a little 
different, ebout $1,500,000. The net profits in the 
first period were $750,000 and wages $940,000, end 
in the second period the net profits were $783,000 
end wages $1,689,000. 

THE WITNESS: ‘Yes, 

BY MR. KELLOCK: @. More than double. Now I 
come to the next campany, Grout's Limited, on the 
next page, Exhibit 907, My friend called attention 
to the fect that the common stock equity in 1926 
wes $511,626, | A. Yes. 

@. In 1980 the fieure wes $635,421.69, as it 
appeers about the middle of the page. A. Yes. 

@. And in 1935 it was $1,090,833, 84? A, Yes 

@. Now thet lest ficure for 1935 ig not a 
comparable figure at all, is it, because it includes 
the Valleyfield Compeny for that year 1935 7 

MR. MgRUER: That is quite right. It should 
‘heave been 1923, 

MR. KELLOCK: My friend should have stopped at 
193, 

THR WITNESS: It ineludes the Velileyfield figure 

MR, KELLOCK: It is not GOomereble with the 
Other figure, 

MR. MeRUER: There are two SRS ee instead of 
one after that, 


*.) BY MR. KELLOCK: Q- In the years 1932 and 1923 
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right at the top of the sheet you show totel cepitel 
employed in 1952, $858,319.59? A, Yes, 


Q. Ana the next year, 1906, you show total 
eapitel employed 684, 179098. Now the difference 
is -< : | 

THE COMMISSIONER: The figures you geve ere of 
the capital employed both in operation and outside? 
| MR. KELLOCK: Yes, my lord, I want to get at 


the difference from tir. Howson, which is & pprox imately 
#98 ,000. 


| 10 THE COMMISSIONER: It is more then thet, 
| THE WITNESS: $174,000. : 
BY MR, KELLOCK: a went to shorten it, Mr, 
Howson. There is a Tigure in thet ditference of 
$98,169 which you call en inves tment by Grout's 
| 15 Limited in the Valley fiela Company. Is thet right? 
| THE CGMISSIONER: In whet year, Mr. Kellosk? 
| | MR. KELLOCK: In 1932, my lord, it is taken out, 
) THE COMMISSIONER: It is teken out? 
MR. KELLOCK: Yes, | 

| THE COMMISSIONER; Wheat yeer did it come in? 

a MR. KELLOCK: it elways wes in ap to that time, 
my lora, Your Lor dante Will reeell that the Grout 
raeeny Purchesed liens of various ereditors upon 
| the asse ts of the Brubacher Silk Comany, and thet 
is the figure epproximately $100,000. Is that right, 

25 Mr. Howson? | That figure mekes pert of the difference 
between those two years, | 
| THE COMMISSIONER: You say this compeny had 
acquired liens? 

MR. KELLOCK: On the assets of the Sra bac her 

30 


ompany, ani that asset whieh Grout's Limited acquired 
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was subs eq uently turned into the common stock of 
the Velleyfield compeny. 

THE COMMISSIONER: Was thet esset included in 
the cspitel employed by this company? 

5 MR. KELLOCK: Mr, tae tr tekes it out, My Lord. 
| MR. McRUER: Takes it out of one eompany and 
puts it In the other, 

‘THE COMMISSIONER: Where was it in this first 
compeny? Is it pert of the ecepitel envloyed@ in 
opere tions or is it part of the capital employed 


i outside the industry? These liens I understand 
were on the invite of enother compsny? 
MR. KELLOCK: Yes, but when Grout's Limited 
| peid their $100,000 -- 
i TRE CQIMISSIONFR: Thet is not the question, 
- I say, where is it here? Is it included here ag 
pert of the capital employed in the operations of 
Grout’s Limited? 
UR. KELLOCK: Thet is whet I em trying to find 
out because Your Lordship will gee by the second 
20 line thet in 1923 the cepitel employed outside is 
only $92,000 odd. | 
THE COMMISSIONER: And the yeer before only 
$46,000, 
' *""°MR. KELLOCK: Yes 
46 THE COMMISSIONER: It is higher in 1933 by 
$50,000 nearly. 
MR. KELLOCK: It should be higher if Mr. Howson 
was treating it es capital employed outsife of 
Crout's Limitea, © 
' THE COMMISSIONER: Let us get to the gy igin, 


Where ig this sum tobe found here? It is liens on 
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the assets of enother compeny. 

BY THE C OMMISS TONER: @- Did you include thet 
in the danke employed in the operations of this 
company or ag cepital employed outside its opere-~ 
tions? A, It is capitel employed outside. It 
is not in the company st ell. It is investments in 
& subsidiary, sdvances to a su béidiery compeny. 

BY MR, ALLLOCK: Q, Whe n? A. 1933, 

Q Whet date? me A, I do not know the 
date except thet it wes in that year. It shows in 
their statement for thet year as advanced to sub- 
Sidiary companies $98,168,91. 

Q@. You take it out of the capitel eaployed by 
Grout's Limited in its business for the entire 
year 1982 on this statement? A. Yes. 

THE ¢ CUMISSIONER: Will you please repeat thet. 

MR, KELLOCK: I seid: 

Qe You take it ant of the cepitel emp Loy ed 
by Grout's Limited in its business for the entire 


yeer 1956, but the expenditure was only made e short 


| time before the end of the yeer? 4. I do not 


know what date the expenditure was meade because 
there was nothing to indicate it on the returns, 
THE COMMISSIONER: This is the company's an 
MR. KELLOCK: Yes. 
THE COMMISSIONER: Ana Mp. Hows on did not teke 
it out, but it is not there, 
MR. KELLOCK: The point, my lord, is thet this 


only shows the pieture ag of one dey, and if Your 


Lordship looks et -- 


THE COMMISSIONER: Any ennuel statement I suppose 


 40aw B ewer?” Te iti f 


tads ohel ont voy bid 2p " rsauaneenen 9, ered re 

aidt to eno lf sieqo eit at BeypLome Lat igse exit ma 

_ =e tege uti shiatso boypiqae fet tae. 8 70, Yeap 

| ¢. soBterno SeyeLoms Intiqes et) oT he.» Pamott 
otk ed mat aera t ei gi iis te womuce edt nb. ¢00 et 
sgreqmoe yreibiedcs 2 oF egonavis .,vietbiedss s 

SSL A “% Tr onfW 19 -GOLLA ea) aad 
ak dentin HRs  fetab tadW «2 .. | 
atawcis 1. .19ey tadt ahagw ¢idadt tqe0xs sted | 
~ds of booievhe es teoy todd 191 taomedets tiedt 
£0,885 ,8¢¢ eatasquoe yreidis | 
yi bepiqms Istiqas et to tuot! aust HOT 4D aia 
eildas ott 10% esent und otf ak botiahl e' ts070 1 
aeeY oth. Gamometate, otw-mo 88CL tay | 
stad? tseqor outety sy L1¥, sATHOTESTIOD 2, ae 
ets | jbise I - SAOOLGIA AM, . 
. iretes fatiqss eds to THe tt eist s0Y . op. 

ila ent» ‘tot seeniasd . ot teat hetintdl 2 atayox wl 
trate s ebea into aaw ems ibaecn oft. dud aSser macy 
“tou ed I oA ot mey ot > bag oat, exoted ont | 
oumeoed ebem eaw ewitineqxs act, eted. atsdy, ‘iat 
ssnwmter edt m0 tt etsoldak of gaidson saw otosid | 
aw e'yisaios off af atdT RAND TCG THMOD SHE ' 


. #IR Le Mates , . 

vi * ei % ay e @a sot ea a ! af 
eins $om Dib nowwoll sail Sak 2 AMO TEOTADMOD SAT» | 
etd ad’ soxedd tom et tt ted, #00 th | 


INTO 


OBT. BRYDIE 
SHARTERED STENOGRAPHIC 
REPORTER 


CANADA 


10 


15 


20 


25 


12474 Howson 
would do the seme thing. What is it you went me 
to do here? You sre trying to heve him exp lain 
why the cepitel employed in operations shrank from 
614,000 in 1932 to $591,000 in 1935, Is that right? 

MR. KELLOCK: Yes, my lora, 

BY THE CGMISSIONER: Q. Well, wheat is the 
enswer? I have not got it yet distinctly. Cen you 
tell us the answer? — A, The only thing I can 
acsume ig «+ | 

@. The ouly thing yor cen do ig to assume ? 

A. Thet investment of $98,000 in e subsidiary 
compeny -~- 

Q@. Was teken out from working capital? 

A, Yes. 

MR. MeRUER: They paid off bank loans in 1932, 

WS, KELLOOK: That would not effect it. 

BY MR. KELLOCK: Q@. My first point, Mr. Howson, 
is thet you heve taken it out -- A. Yes. 
S- You heve taken it out on the basis of the 

return you heve got <= I am not eriticizing thet -- 
end you heve ny ml it out for the entire yeer, whereas 
if my instructions ere correct it wes used by the 
spompeny for the me jor portion of the yeer ana only 
expended a short time before the elose of the pe riod. 
\e I do not kn ow eny thing about thet. It has been 
aken out. | 

pp “L And if the t were go “it ‘would chenge the 
percentage which you have on ed bottom of shat 


oo the percentage of net revenue to common stock 
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Q. Yes, Now looking at that seme line across 
the pege, this comeany eppéars to have beenmuch bette 
in the years 1926 to 1929 than in the following years, 
and those earlier years were mors or less low tariff 
yeers, 

TH: COMMISSIONER: I was @0ing to ask, is that 
because they had less teriff, because they did not 
heve such a heavy drag. | 

THE WITNESS: I cannot answer the question, I 
do not know what the teriff was, 

MR. Me@RUER: - That is the best question you 
have asked yet, 

MR. KELLOCK: I em certea nly glad to be able 
to please my friend. 

THE COMMISSIONER: Better go back to the golden 
age. 

MR. KELLOCK; If it would not teke too mush 
time, Your Lordship, I would like to eomere the 
wages peid by this compeny with net profits in the 
smse period. 

MR. MeRUER: Mr. Davidson can make thatup for 
you. 

THE COMMISSIONER: We will heve it this time, 
but not egein if we have it now. 

MR. KELLOCK? All right, my lord, . 

THE WITNESS: The total wages for the first 
five years was $635 | 246; for the second five years, 
for Grout's, $961,462, and Vallefiela $274,906, 
making a totel for the last six months of $1,236,368. 

BY MR. KELLOCK: @. And the income tax? 

4, For the first five years, $27,293, and for the 
second five years $53,749. 
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8- So in the 1926 to 1920 period profits 


were $456,267 while weges were $635,246, and at the 
Seme time the income tex wes $37,295, eni in the 
lest period profits were $591,391, wages $1,226,368 
and income tex $53,749. Now Mey I teke you, Mr. 
Howson, te the combined statement, Exhibit 916. 

You have not got either the Binz Comeny or the L and 


L Textiles in this report, have you? 


L end L. Textiles, 
MR. KELLOCK: Yes, they heave been mentioned 


| THE CGIMISSIONER: Whet does L end L.mean? 

Bik. KELLOCK: Thet is the name of the Gc anpeny, 
THE WITNESS: We heve no returns from L and L. 
THE COMMISS ION ER : We heve ree eived returns from 


15 the Binz Compeny. 

THE WITNESS: We have not any returns on the 
| questionnesire forms, . They were overlooked in making 
| out this stateme t. 


BY THE COMMISSIONER: @. Didn't they enswer 


the questionnaire? _ A, They didn't answer the 
“ questionnaire, ne, 

WR. KELLOCK: The Sinz Company have over 5 per 
cent of the total seles in this group of G OmMpanies 
that you are dealing with, My, Howson, I am told, 

BY THE COMiIssrIonyr: @.. How is it they aia 

25 


not answer the questionnaire? Any explanetion of 

that? A. No, they promised to send it in 

They said it wes in the hands of their auditors, I 

Sked them for it repeatedly and called on them in 

Montreal, and they always promised it, but it is not 
30, || in yet. 
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BY MR. KELEOCKS: ©Q. ALL right. I wented to 
know why they were not in there. You have got Bela 
Corticelli in, which we @iscussed this morning, when 


“I pointed out thet the character of their business 
is very widely different from’ some or these other 


companies, Whet #bout the Dominion Silk Comeany? 
You heve them in this exhibit, heven't you? 


A. Yes, 1+ is “in. 


Q. Iem instructed that that compeny does not 
Weeve silk st all, that it is just a throwster. 


“A. I a0 not know whet their operations are. They 


answered the major terms on the questionnaire with- 
out any question, 

Q. ° WE you be good enough to look at the . 
profit and loss surplus summary which ig on the 
Second sheet from the front of this exhibit 916. 
Your first column on the left shows at the bottom 
e Tatio of net profit from operations to capital 
euployed in the industry of 8.8 per cent? 

A. Yes. 

Q- Now the coOmeanies thet you deal with on 
this page did not operste through a period, did 
they? A, You meen all the com anies? 

Q. Yes. A. No, they did not operate 
through, but that percentage is on the amount of 
Gapitel which was invested in that yeer, 

QQ. Yes, but your stat aent shows, rizht ebove 
thet, the number of eomp anies, end it shows there 
were six operating im 1926 end sixteen operating in 
1925, so thet your statement does not ecver the 


operetions of the seme number oT ¢ a@ipenies during 


the period, ‘Some of them did not operate during 
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portions of the period and cthers did. A. 6 That 
is correct, 

@, My friend referred to the fact that the 
average percentare of net profit from operations to 

5 capital employed ig the sme as the figure you have 
for 1926, that is 8.8 percent, and then you were 
asked what the figcure for the Belding Compa ny was, 
and you also gave the figure for Agsocia ted. You 


have not tabuleted, have you, how the other com 


benies compare wi th thig, but it is el] in here? 
) Ns A. That wags the first comparison thet was made. 
@. The figure is in ana the comparison can be 
mede? episag + ByEg* | 
| @. Then this last questi on, Mr. Hows an, You 


told my friend thet in the period from 1926 to 1935 


15 the cepitel employed at the be sinning of the period 
) was $4,263,000, end the cepiteal introduced during 

the period $1,742,000, the total betne sbout $6,000, 00d, 
| ond thet the dividends paid during that time were 
| re, 662,275, and thet isthe Pidture ror the wh ole 


industry as on timt besis. Is that right ? 


20 
THE € OMMISSIONER: What period? 
MR, KELLOCK: 1926 to 1935, my lord. 
BY MR. KELLOCK: Q. Do you recall giving my 
Hriend those figures? A. Wes that for the 
i hole industry? 


@- All that you hsve dealt with here, 


- Or wes it representative companies? 

MR. McRUER: Thet wes Tepresentative companies, 
426 Lest page of this exhibit, 
-- THE COMMISSION: : Thet Cennot apply in this 


” cbse. How many companies ere represented in this? 
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12479... Howson . 
. MR. KELLOCK: . It is the last pege of the 
exhibit, Mp. Howson. 
. THE WITNESS: Eight pompanies. 
it COMMIS S LONER: There were Sixteen in the 


others, but only eight now? 
, , BY MR. KELLOCK: | Q. . Do you recall that 
figure, Mr. Horsomn? . oy. 
THE CGMISSTONER: Whet is the figure? . 
MR. KELLOCK: $6,000,000. 
THE COMMISSIONER: What is thet? 

. MR, KELLOCK: Thet is the tangible capital 
employed at the beginning of that period Plus new 
tangible capital introduced during the peri od, 

THE C G&MISSI ONER: | in these eight compenies? 
MR. KELLOCK: Yes, m y lord, and the total 
eccording to my friend is $6, 005,807. Now as shown 
by this exhibit, the last page, the dividends paid 
by these companies in the seme period were | 
$2,662,275,92; thet is en everege of $266,000 a year 
or less than 5 per cent per ennum, 

THE WITNESS ¢ On the ten years? 

MR, KELLOCK: For the ten years, 

THE WITNESS: Yes. 

BY MR. KELLOCK: Q. 1 went to esk you one 
other question, My. Howson, on Exhibit 916. 
Ae Is that this present one? 

Q- Yes. Please look et. the page which 
desis wi th operating ratios, 

THE .C MISSI ONER: Where ebouts is that? 

MR. SELLOCK: It is the sixth page fran the 
front, my lord, 

BY MA, KELLOCK: _ Q-. Your key.in the upper 
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left hand corner, My. Howson, shows "3 - ratio, total 


het profit to sales," and then you drop dow to 


Bel ding-Corticelli Limited, and you find -in the third 


solumn 5,9 per cent for 1926. I understand from 
that that the total net profits of this Cc Oipany to 
Sales for the year 1926 was 5.9 per cent. A. Yes. 

@, Now if you look at exhibit 907, on the 
second page, which deals with Belding-Uortieelli 
Company, the lest figure under the yeer 1926, which 
is in the first column, showing net profit to sales, 
is 4,9 per cent, and the seme thing rung ell the way 
through these exhibits, Howdo you recognize those 
two? 

THE COMMISSIONER: I notice thet in Exhibit 907 
the perceitage to common stock equity is 5.9. 

MR. KELLOCK: Thet ts not the same thing. 

THE C OMMISSI ONE 


: It happens to be the same 
figure. Does thet explain anything? | 

MR. KELLOCK: I do not think so, This is net 
profit percentage to sales, 

THE COMMISSIONER: I know, but does this ex- 
plein whet happened? 

MR. KELLOCK: I donot think so. The next 
year would not work out thet way, my lard. 

BY MR. KELLOG& : Q. Is there some factor 
teken out in one Exhibit and not taken out in the 
other, Mr, Howson? A. ‘The difference is out- 
side income. 

BY THE COMMISSIONER: @. Vuatside income? 

A. Yes, it is edded in t his percentage in the 
operating ratios, | 

@. This applies only to sales? A. Yes. 
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@. This Exhibit here gives the retios heving 
to do with seleg, 

BY MR. KELLOCK: Q@. How can thet be your 
revenue from investments in thet year? A. it is 
not correct. | 

@. But your explanation re not correct, is it? 
Wheat I om pointing out is this, Your revenue from 
investments in 1926 was $7,900. Now the difference 
between 4, 9 pe® cent and 5.9 per cont is one per 


cent, and one wer cent of the net profit which you 


_ Show for the year, $157,000 is not #7,900. My 
‘Suggestion is, Mr. Howson, thet it is either taking 


depreciation or bond interest out in the me case 
6nd leaving it in in the other, ani calling the seme 
thing net profit. 


~~ The Commission ed journed for a short recess, 


On resuming, 
BY MR. KELLOCK: Q, Have you straightened 


that out, Mr. Howson? A, Yes, I was a 


little confused, I was thinking one is net profit 
to sales and the other is the total net profit to 


seles, and it ine ludes the net trading profit on 


| sales, revenue from investments, ani whet they term 


miscellaneous revenne , Which that yeer ren to 


| $26,157. 


THE COMMISSIONER: You are speaking about 


Exhibit 916, are you ? 


THE WITNESS: Yes, 
THE COMMISSIONER: Your heading is "Total net 
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12482 Hows on 
profit to gales." Why do you call it that? 

THe WITNESS: It might heve béen a little 
Clearer, in yiew of the other term, to have called it 
"Total net revenue," 

THE COMMISSIONER: Theat is what it reelly is, 

THE WITNESS: Yes, total net revenue. The t 


would heave been a much clearer éesoription, 

BY MR. KELLOCK: Q, The figure you use in 
Exhibit’ 907 differs rrom the figure in-Eghibit 916, 
A, By income from investments ana the mill rents. 

BY THE COMMISSIONER: Q@. Mill rents? 

A. Yes. 

&, Whet do you mean by that? &. Ido 
not know but I famy it is @ rentel which the 
¢anpany gets for spece rented in their mills, for 
unused spsce that some other mill ig using, 

Q- That is whet they eall it? A, Thatis 
Wheat they cell it,’ 

BY MR. KELLOCK: @, “How meny companies in 
these exhibits are in receipt of mill rents? 

A, This is the only one I cen recall, 

S. When you say "this", you meen Belding- 
Corticelli? A. Yes: 

Q. Now mey I teke the Bruck Company for the 
Seme year, the next sheet over in Exhibit 907, 

The percentage you show there ig 525, and in Exhibit 
916 itis 4,6 per cent. The difference there is 
°? per cent, end in that year the Bruck Company had 
no revenue from outside investments et «ll, 

THE COMMISSIONER: Whet year ere you talking of? 

“MR. KELLOCK: 1926, the same yeer, my lord, 
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THE COMMISSIONER: And you point out whe t? 

ME. KELLOCK: On Exhibit 907 the figure for the 
Bruck Compeny, at the foot of the page, is 5,3 per 
cent, | 

THE 0 OMMISSIONER: That is right, 

MR. KELLOCK: Ana on Exhibit 916 the figure is 
4.6 per cent, ani “uy. Howson says that there igs no 
mill ren’ in the case of this Company, end Exhibit 
907 shows that this Sampany hed no revenue from 
+ outside investments thet yeer. 

THE ¢ OMMISSIONER: Here the reverse heppens, 
The percentece is legs here. In the cese of Belding 
Corticelli it was the other Way e&round, 

MR. KELLOCK: Yes, my lord, 

THE CGIMTSSIONER: Here the net profit percen- 
7% tage to geles is 5.5, but the total net revenue of 
the compeny ig Only 4.6, There is e d@ eduction 
there instead of an addition, 

TEE WITNESS: That item of interest on loans, 
$4,185. 

MR. KELLOGK: Q- Why woula you take it 
orf? Is it a net profit on one exhibit? Why 


20 


would you take out interest on loens in the one case 
and not in the other? | 

THE 0 QIMISSIONER: How do you know it is teken 
25 |) out? | - 

MR, KELLOCK: The witness seys it is the dir- 
ference, | | 

THE WITNESS: TI Sey in this case there is an 
item of interest on loens, 
49 _ BY THE COMMISSIONER: a. And there was not in 
the eihae case? A, There was ‘not in the other 
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@. You ere getting at the net revenue of the 
company in this exhibit? 

MR. MgRUER: Probebly if we chenged this to 
ratio of revenue to sales, it would be clearer. 

THE WITNESS: It woujdbe cleerer, 

THE COMMISSIONER: I do not see whet “gales” 
is inserted there for at all, 

THY WITNESS: “That ig the bagie on which the 
pereentege is set, 

MR. KELLOCK: It is all in reletion to sales, my 
lord, — 

THS COMMISSIONER: But you are adding other 
things to saleg or taking them off, "Totel net 
revenue of the compeny”, is thet the proper way 
to put it? 

THE WITNESS: It would be if we were showing it 
in dollers and cents, 

THE COMMISSIONER: IT wee wheat you meen, 


THE WITNESS: ‘We are showing what the dere en tage 


is besed on. 


BY MR. KELLOCK: © 9. If we Speak about the net 


| profits of e company that does its own weaving but 
does not fo its dyeing, the wees that that company 
|| Would pey in comparison with a Cd@ipany which not 


only does its own weaving but its own dyeing es well 


|| Would be very much less, would it not? A, The 
25 


distribution in weges thet thet company makes would 


Q. A company that hes « dyeing house, its wage 
bill in relation to its Seles or output would be very 


much larger, a@ larger at least then in the esse of 
6 company thet did not do its own dyeing? 
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A. Opviously it would be lerger because they 
condust another operstion thems elves. 
MR. MeRUER: Byt the dyeing may be profitable, 
end if you sre determining profits to wages -—« 
THE WITNESS: That is a matter of policy, I 
Suppose, for the compeny. 
BY MR, McRUER: Q. ‘het is one thing in 
regerd to the 8 tateme nt lor Grout's Limited, 
Exhibit 907, the last pegée. Although there are two 
companies Lag lad ea in this Statenent for 1934 ana 
1925 -~ thet is correct, is it not? «= there igs the 
Velleyfield Compeny ? A. Yes. 
Q. It was all cepitel thet Was supplied by the 
Grout Compeny, was it not? 4, I understend go. 
MR. KELLOCK: Theat ig not right, not according 
to the evidence, 
Mii. MeRUER: 4ll right. There was no introduce 
tion of cepitel except $100,000 in bonds. 
MR. KELLOCK: Oh yes. That wes not bonds. That 
evidence was 211 ¢iven et St, Cethearines, and the 
only contribution to Capitel thet Grout's Comp any 
meade wes $100,000. 
MR, Mc RUER: There wee not another contribution 
to the capitel, there were no subscriptions for stock, 
MR. KELLOCK: If yo reeell the evidence, my lord, 
it wes this, that the contribution to the eapitel of 
the Grout Gaspeny wes these liens waich cost them 
approximately #100, 000, | but the rest of the capi tal, 
the plant end machinery and mS ohets else was son- 
tributed by on $s ide parties, 
MR. MeRUER: You Say contributed by outside parties 
pobody subseribed to stock, 
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MR, KELLOCK: They were given stock for the 
éssets which they turned in, 

MR, MoRUER: Who were ? 

MR. KELLOCK: The guarantors for the bonds. — 
That evideme was given in St, Catharines 

MR. McRUER: If it is in we can look it up send 
deal with it, 

MR. KELLOCK: $375,000 came from other people. 

MR, MgRUER: Has everybody in connection with 
Bel dine “Corticelli gone? We still have not hed the 
question aengwered eas to what wag given for the 
alleged good will, Your conpeny, Mr. Kellock, can 
answer thet, end whe t they got for it. My opinion 
is thet there wes $1,000,000 mede in the spread 
by the Dominion Bond Company, ém T hed intended to 
esk then one or two more questions about the | inve n 
tory. Have they gone back to Montreal ? 

~ MR, KELLOCK: As fer as I know, You have Mr, 
Shepherd down in Montreal looking int o the inventory. 

ME. *M,RUER! °“T idiew, vat My, MacDougall said 
that Mr. Pollok would know about it, 

MR. KELLOCK: He went away yesterday. 

MR. MeRODR: © Thet “fg ell erent” 

BY MR. MoRUTR: © Q. “Now, Mr. Howsén. “my Prtena 
was guggest ing t6 you thet income tax was an expense 
of the business ° if income tax ig regarded as an 
expemse of the business, then that would be passed: 
on to the gonsumer, would it not? °° "AS ae Weare 
be > ee inte account tn the costs I eryrene, end 
treated as an expense, ony Aaa ) 

“Q. It is to bé régerdedas éne" or’ two ‘tithes. 
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@ firm that has teken it into its expeise saecount 
and into its gosts would pess it on to the eonsumer? 
A, That is if it were treated ag an expen se, 
THE COMMISSIONER: It is only there when there 
is e profit mede. How can y ou eal iten expense of 


the business, 


MR. MeRUER: I do not know how they cen, but my 
friend is suggesting it, eni if they expect us to 
pay the incane tax of these companies we are going 
to object. | 3 

MR, KELLOCK: Who do you mean by "ug" ? 

Mk. MeRUER: - Us poor consumers, 

THE COMMISSIONER: ft isa direct tax, not an 
indirect tax. 

MR, Mg RUER: Yes, a tex on income, 

15 THE C QIMISsI ONER: It is essentially s direct 
tex. It is not Something to be pessed on to the 


consumer, 


MR. MecRUER: I never thought go, but thet wes 


evidently the impression that the company had. 

; THE COMMISSIONER; If you pass it on to the 
: consumer you would thereby inerease your profits end 
heave more profits to tex, If Some body else pays your 
income tex for you, you beve thet much more ine ane, 
Thet is the test. It is net meant to be pessed on 
to some body else. | | 

MR. McRUER: My friend was sort of scolding Mr, 
Howson for setting up tae profits separately, but 
I think he is quite right. 

BY MR. McRUER: Q. In regard to the question 
of depreciation, Mp. Howson, my friend asked you 


30 Some questions about depreciation and dealt with 


whether it Was & necessary element in the expenses of 
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@ company. Have you in your investigations of 
these compenies found whether they did this or not, 
at certein stages eppreised their plents, and then 


reised the book value of the plent after it had been 


deprec ie ted for a number of years? A. There 
are some instences of it. | 
THE COMMISSION ER: Please repeat thet question. 
BY MR. McRUER: Q. Have the Gompenies, after 


depreciating their plants for a number of years, 


reappraised them et e higher velue and put them on 
the appraised value on their books, end then started 
to depreciate them agein on the higher value? 
4. They have put them on their books at a higher 
values. I do not know whet the basis of their de- 
preciationis, 

@. You told us that you did not know the 
basis of their depreciation, but they put them on 
their books et e higher value? Ae. Yes. 


THE COMMISSIONER: What becomes of depreciation 


reserve when they do thet? 
MA. MgRUGR: Thess ig just en incident in regard 


to the wey in which depreciation has been hendled 


in some cases. 
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BY MR. MeRUER: Se Now, we come to cottons. The 
first company that I propose to deal with is the 
wabasso Cotton Company, my lord. 
| THE COMMISSIONER: Is this. the document you are 
going to use 7? 

MR.«MCRULR: Yes, if your lordship will start at the 
third last page. 
| THE CGMISSICNER: You are putting this infirst ? 


MR.MCRUER: Yes, my lord. 
10 


‘THE COMMISSIONER: Well, it is a finaneial summary 
of the primary and industrial cottons division. 

MR.McRUER: The individual companyés:. 

THE COMMISSIONER: .. You have "primary and industrial"; 


pWhat does that mean? 


A MA,MCRUER; Frimary and industrial eottons divi-~ 
sion, 
THE CGMISSIONER: What is the separation there 
between primary and industrial? 
THE WITNESS: It is a sort of general description. 


I think it was used on the Brice Spreqds Commission. 
MReiMcRUER: The Industrial companies are companies 

fabricating materials for industrial purposes such as 

the Goodyear Cotton Company 7? . A- And the Cosmos 


Imperial Company, materials for beltings and things of 


25 
thet sort. 
BY. THE COMMISSIONER: Q. They supply other manu- 
facturers ? A, Yess 
MA,MeCRUGK: Yes, my lord. 
a THE COVMISSIONER: It will be Exhibit 917. 


EXHIBIT No. 917: Financial swavaries,pri- 
mary and industrial cottors 
division. 
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12490 Howson 
MR.MeRUIR: If your lordship will turn to the 

hird last page you will find the pages referrite to 

he Wabasso Cotton Company. 

THE COMMISSIONER: And subsidiaries, or subsidiary, 
one subsidiary ? 

MR.MGRUER: Yes, my lord. The first item on this 
statement, Mr. Howson, * in regard to capital stock, 
fabasso issued in 1907 for property $487,000. 

THE COMMISSIONER: Pardon me a moment; where are 

10 

you ? 
MR.MeRUER: That is the first item, 
“THE COMMISSIONER: 1926 ? 

MReMeRUER: In 1907, I wonder if your lordship 
15 |P2% 0% the right sheet. Turn one sheet further back, 

it is over on another sheet. 

THE COMMISSIONER: Oh yes, I see; °all right. 

BY MR.MeRUER: Q. Later on you have "Deduct ex- 
pess of capital issued over hak uknecs cost of assets 

2 |pxchenged therefor, Wabasso, $487,000." Ae YOGS- 

we You aake that out altogether Ae Yes, 
| ve Then, you have "Issued in 1907 for cash 
fP15,000." so that of the $500,000 in stock nasued in 
| 1907 , $13, 000. in cash was all that was paid: in eash? 

25 k, Yes. : 

Q+ Mr. Whitehead told us that it was all bonus 
btock except that. Then, you have "Issued in 1912 for 
pt.Maurice shares $1,260,000," Now, unless we know 
the capital history of the St.“aurice company thet fi- 
- kure is probably a ogg epee De you know what 


the oa Set stock Was of the ‘St.lleuriee Company ? 
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A. Do you want to put in these things ? 
6.0h I see, I haven't put in the questionnaires ye 
either. 
THE COMMISSIONER: The document you are referrin 


to there now is in ? 


MR.MCRUER: Yes, 


THE COMMISSIONER: and the next is the question- 


naires ? 


MR. MeRUER: Yes, I will have to put in the ques- 
tionnaires, the answers to the questionnaires, 

THE COMMISSIONER: The questionnaire will be ix« 
hibit 919, — | 
“#R.MCRUER: That is the Wabasso Company? 

THE C QT ISSIONER: Yes, that is just the one 
company, the “abagso. 


| EXHTBIT No. 918; Questionnaire referring to 
| ee ieee ne ir 
Vabesso Cotton Company, 


MR.MeRUER: Then, We will put in the answers to 


the questionnaire of the St.Meurice Company. 
THE COMI SSTONER: 919. 
EXHIBIT No. 919; ues tionnaire referring 
ee ee St.Mauriee Valley 
Cotton Mills, Limitea. 
THE WITNESS; And the financial statements 7 
MR.MeRUR; Have those not been putin, the. fi- 
nancial statements of the W. basso Cotton Company ? 
ASSISTANT SECRETARY RENE: Yes, I think go, 
_ SECRETARY WHITELEY; Yes, iehibst 74, from 1922 
to 1955. 
‘ MR.MGRU ER; We want to go back further than that. 
Well, I will put these im now, and we Will just have 


them here where we want them. 
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THE COMMISSIONER; You are putting in something 
else ? 
MR,MeRUGR: Well now, I just want to make refer- 
ence here, my lord, to lthibit No. 74, which is the 
5 financial statements of the Wabasso Cotton Company 
from 1922 to 1935. 
THE COMMISSIONER: Yes, the annual reports, 


MR,M@RUER: The annual reports, yes; then, I 


want to file now the financial statements from 1913 
10 to 1921 inclusive. 


THE CGWMISSIONER: What year do you begin ? 


WRMe RUER; 1913, my lord. 
TH CGIMISSIONER: To when ? 
MR.weRUER: .To 1921, and that will complete it, 
tHE COMMISSIONER: Yes, that is so. 
Mi. KELLOCK; Part of the same Exhibit ? 
Til COMMISSIONER: No, it will go in here. Tha 
Will be Exhibit 920, 
EZETBi£ No. 920; Fineneial statements of 


20 Wabasso Cotton Company fro 
, 1915 vo 1921 inclusive, 


BY MRMcRULR:.. Ge Now then, to go back to my 
Guestion again in refernece to Exhibit 917, that is +t 
consideration thet had been given for the shares in 


the St. Maurice Company by the promoters of that com-= 


25 
pany? _ Ae The only consideration that we hav 
been able -- tangible consideration which we have 
been able to locate is $125,000... 

BY, THE COMMISSIONER: Q. $125,000.? A, 

30 9125, 0006 


we Is that besides these shareg,this stock, 


issued ? A. No, that was what the company got 
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for the stock issued. 
Q. Which company Q A, The St.Maurice Company. 
4+ Just a mimute. In the capital stock of ‘the 
Wabasso Gonpany you have in that "Issued in 1912 for 
St,Maurice sheres $1,250,000, * “A. Yes, thet is 
righty they got from the St,Maurice Company $1,250,000. 
we They got from the St.Maurice Company ? 
A, Yes. 
| MR.MeRUER;: Probably I ean recall to your lLord- 
10 ship the evidence that was given at Three Rivers as I 


recollect it. That was this, that the St.Maurice com- 


pany was incorparated and that all the common stock 
welll xt Ot away either ug a bonus to the promoters or 
with the bonds. Certain percentages -~ that is all 
i in evidence -- were given eway with the bonds. Then, 
they entered into an agreenent with -- I think it was 
the Quebec Trust Company who were acting on behalf of 
certain iuberests, o syndicate, which I think are the 
5 same people who promoted the Wabasso Company, that the 
shares in the St.Maurice Company should be taken up 
by the Vabasse Company -- 

THE COMMISSIONIN: Taken up in exchangé for what ? 

“MR. MeRU IR: For Wabasso stock, in consideration 

5 of them titties Wabauec stcek fox the St.Msurice stock 
and paying to these promoters $125,000, that was owing 
to them far woney having been advanced to the st. 
Maurice Company. Now, that is my recollection of the 
cranaaeians ¥ so: 
30 THE COMMISSIONER: I think thet is mine too. 


MR.Me_RUER: I have a memorendum that I had 
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dicta ted Py 

THE COMMISSIONER: then we have here "Tssued 
in 1912 for Si.Maurice shares $1,250,000.% That 
means shares in the Wabasso Sompany ? A. Yes, 


WR.Me@RU-R: Yes, that is stock that was given 


to these people for the Stellsurice stock. Then, Wa- 
basso became owners of the St.Maurice property. 

THE COMMISSIONER: For that ana this other pay- 
ment of $125,000. 


0 MR.MCRUER: Yes, and the other payment of 
$125,000, so that Mr. Heyson shows the consideration 
for these sums. to have been $125,000, I dontt know 
whether that has ever been traced down to the last 
point or not, how that was worked out. Mr. Whitehead 


15 gave some evigence about it, but while it appears here 


as being issued for St,lMauriee shares it is a sort of 
Circle that things went in, Then, in 1927 there was 
issued for cash $1,050,000., and in 1928, $1,392,240. 
Now, you deduct -~ 
20 THE COM/ISSIONER; Does that mean all this ac- 

tual cash was really paid. in? 

MR.MeRUER; Yes, your tordship will probably re- 
collect there Was @ sort of split in the shares, and, 


issue made of So Many shares for one share of ERASE, 
25 


\ 


or for one share of tabasso they would take up so ‘ 
many of the new stock. That cash was actually paid 
into the Company in 1927 by the shareholders at that 
time, Mr. Howson, that is correct ? Ae Yes, 

ve And in 1928 again ? és Yes. 


30 
pat BO Past you , if I may say, take, out, from 
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the capital structure the $487,000. and $1,125,000. 

in respect to the St.Meurice Stock ? — A. Yes. 
MR. KELLOCK: I don't follow that, $487,0001 is 


taken out ? 


MR.MeRUGR: Because it was Straight bonus stock. 


iRsKELLOCK: That is for property. 

WMRe-MCRUER: No, what they did was -- 

THE COMMISSIONER: Well, Mr. Whitehead said they 
could not sell the bonds unless they gave this bonus 
stock, 

VR. MCRUER: They gave some stock with the bond 

THE COMMISSIONER: They said money Was very dear 
and the rate of interest was high. 

MR.KELLOCK: Wasn't that five years later ? 
That was 1912. 

THE COMMISSIONER: Ne, 1907. 

MR.MCRUER:; What happened in regard to the pro- 
perty was this. He got the agreement with the town o 
Three Rivers to pay them $75,000. and he got a contre 
to supply them with electricity. Then, he turned the 
over to the company for $487,000«, and I said to him 
that was no more == the contract was one the company 
might have madé and the arrangement with the town of 
Three Rivers was one the company might have made. He 
said"yes". He admitted it was just So much promoters 
stock. He was quite frank about it in the evidence, 

MR.KELLOCK: I will have to read it, 

BY UR.MeRUUR: “Of course, down to 1927, the com- 
pany Carried on with merely the $13,000. that had bee 


subseribed for the capital stock and the amount the t 
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had been raised on bonds ? A. Apparently. 


¥« So that from 1907 to 1927, over that 20-year 
period we can regard it in that light. 

THE COMMISSIONER; That was in 1927 you say ? 

MR»MORUER; Yes, my lord, &. The twe companies 
are together, you have combined them, so you have to 
take in the $125,000. in 1912. 

ve L-am willing to do that. but I em not al- 
together sure that we are clear on what happened 4n 
regard to that. At amy rate, the combined net revenue 
from the date of inception to June oOth, 1925, was 
$4,070,883.14 ? As 823, isn't it ? 

ae $4,070,823.14, 

THE COMMISSIONER: Where do I find that figure ? 

MR.MGRUER: It is in "Adjusted emount for capital 
stock". So that was the earning on the original ine 
vestment of not more than $138,000., at any rate, 

MR. MELLOCK: And bonds. 

THE WITNESS;. The bond interest Comes off that. 

MReMCRUER: The bond interest comes off that so 
that the net earning on the original investment of 
$138,000. up to 1925 was a a a re oe Yes, 
after payment of income texes and bond. interest, 

ve 4. Then, "Adjustments to reserves including 

200,000 for War Profits Tax of which $156,595.47 
reversed in 1932" 7? . 4. Brought it back 
into surplus account in 1932, 

8+ Oh,I see; now, they paid in dividends 
between 1907 and 1925 before. this new capital was 


introduced into the company $1,170,274.-- 
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MRs KELLOCK: Nos 
MRe -MeRUER; No, I beg your pardon, paid in divi 
dends $984,575, end they had at that time undistri- 
buted surplus of $1,153,450. ¢@. A. Right. 
5 ue» Now, that is the situation at June 60th, 1925 


and before any outside capital was introduced except 


what was advaneed for bonds ? Ae And this -- 
Qe And the -~ A. ana the $158,000, 
“. Then you deal with the operations of the com- 
10 pany for 10 years and 10 months to May 2nd, 1936; 
why in that way, Mr. Howson ? Ae That was the 
period for which they returned. 
sw» Pardon ? A» That was the period for whi h 
they returned figures in the questionnaire, from 1926 ’ 
to 1935. 


ve Now, to begin with the statement down to thi 


point deals with the operations before the period 
covered by your questionnaire ? A. Yes. 

&. Except insofar as you cover it by capital 
structure and so on ? Ae Yes, 

we We have all that material in evidence already. 
Now, when we come to the ten-year period, which is 
nearly eleven years, according to their returns they 
have a combined net revenue of $3,973,897.97 9 
4S. Corrects 

we ond then you show how thet has been disbursed, 
They paid out in dividends $701,281.37 ? 4. Yes. 

BY THE COMMISSIONER: Qs That is dividends, 
30 bonuses and interest to shareholders ? Ag Yese 


MR.MGRUER: Yes. - 
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BY TH COMMISSIONWR: Q. What is interest to 
shareholders ? A, They paid interest -~ the pgy- 
ménts on these subscriptions were spread over a period 
and apparently they paid interest instead of dividends| 
on the broken period, you sec. 


MR. “ELLOCK: How can that be net revenue when yo 


have to cay interest on loans and interest on bonds 
out of this ? Is that the correct term, net revenue, 
combined net revenue ? A. It is just a term. 

9 &. It is a term 7? ' A. Yes, 

MR.MeRUER: It is quite plain at any rate, whet 
deductions are made. Then, the surplus. at the end of 
the ten-yoer period was reduced by $126,885.?7 A, Yes. 

Q. Then, I notice an item “Adjustments, reserves, 
ete."; what does that mean, $112,000.7 A, There 
are a number of items, transactions between some of 


their subsidiary companies. That item of war profits 


tax comes beck into it and there are various adjust- 
a ments from year to year. they just show through this 
reserve account. 

Qe It seems to be a deduction from the net re- 
venus 7? Ae Yes, it is a net charge. 

%. Over the total period; then, what I am more 
25 concerned about, you have undistributed surplus and 
general reserve which amount to $1,006,564.78. Then, 
you have “Other unused reserves" ? A. Yes. 

Q. “For inventories and cx«sh discounts" 7 A. Yes 

je $365,500.; how was that inventory reserve set 
30 up ?,°° >. A. Set up out of profits. 


i. Set up out of profits and Would be a charge 
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before you arrive at the net revenue you have shown 


above ? A. “Yes, and thesame way with the invest- 


ment reserve. 


@, Then, there was an investment reserve. Has 


this company large outside investments ? As Lt has 


some, yeS. 


i {I wonder how much their outside investments 
amounted to over this period ? 


“BY THE COMMISSIONER: &. Well, why is the in- 


vestment reserve $559 ,000.7 A. That is the amount 


that stands to the credit. 


@ How is it mede up 7 d&. I don't know 
just what besis it is. 


Q. You don't know whet it is for? A. Except 


itis tagged that way as being 5 reserve set aside 


against the investments that the company is carrying 
to protect itself, I suppose, ageinst losses on the 
investment. 

WR.McRURR: Where are their investments shown so 
I may know how careful they are. 

BY THE COMMISSION@R: Q. Is it shown anywhere 
what their income from investments is ? A. Yes, 
the statement shows that. 

MR.MeRUER: The next page, the revenue from out- 
side investments emounts in 1936 to $11,680. 

THE COMMISSION’R: Where do you find that ? 

Oh yes, revenue from outside investments $61,000. 
MR.MeRUER: That is in 1926, and in 1936 it is 
$11,680. 


THE CQMMISSIONER: It is away downs 
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THE VITNESS; This is a combination statement. of 
the two companies. 

BY MR.MecRUER: &. Pardon ?. aA. This is a combi- 
nation statement of the two companies. 

THE COMMISSIONER; This last one would be about 
5S per cent on about $320,000. wouldn't it ? 

MR. WMcRYUER: Yes, 

BY THE COMMISSIONER: Q. What is there a reserve 
for against that of 835% ,000.? A. There is no inti- 
| Mation as to what is the basis of the reserve. 

MR. KELLOCK: That must be the difference between 
the cost of. the investments and -- 

MR, MGRUER: No, it is nothing of the kind, They 
| wrote it off out of profits. 

THE COMMISSIONER: You have $320;000., sgy, in- 
vested outside. I am putting it thet way as en illuse 
tration and the interest on it is $11,000, That is 
last year, Wheat is meant by heving a reserve against 


that of $353,000,? 
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THE wITNESS: .They heve other investments in 
subsidiary companies? | | 
| TRS COMMIiSSLONER; Oh. Was there not only one 
subsidiery company, the St, Maurie e? ‘ee 
THe WITNESS; No, there is the Shawinigan Cotton 
Company, which is not a wholly ouned company through- 
out the whole period, The St. Meur ic ¢ Company shows 


$214,821.46 in 1936. 


THE COMMISSIONER: Thet is independent? 
THE WITNESS: Thet is m independent stetesent. 
9 St. Meurice and Waebasso were two comoenies in neme 
only. They had the same building, : | 

MR. MehUSR:. I do not think we need worry e bout 
it, so fer ag I am concerned, for the purpose of 
determining the profits of this compeny beceuse we 


15 are not mueh concerned whether they speculate in the 


Stock merket and lose or not. That is snother kind 
of business that we are not engaged in investigating 


et the moment, What we are concerned in is that they 


eppropriated from the profits of the company for 
20 their investment reserve 9555 859.74, and for inver 
tory reserve ¥565,500. 

BY MR. MeRUGR: Q@-. is that the position of 
the. inventory reserve today, $365,500, or has it been 
drewn on in the. meantime? | : Ae Thet is the 
position of the inventory reserve on Mey 2, 1936. 
r S-, Because wheat I recollect is that Mr, 
Whiteheed gave us evidence that tow suffered a very 
severeloss in inventory in 1932, and thtis one of 
the reasons their statement showed so bedly in 1932, 
whieh escording to your stetement, “r. Howson, chews 


sd a net loss from operetiams of #587, 000 in 1962. 
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_#, They apparently celled on the inventory re- 


serve that wes outstanding eat the end of the p re=- 
cedine yeer to the extent of $250,000. There is 
no inventory reserve at the end of that. year. 

Q@. They heve wiped out the inventory reserve 
that year? &, In 1932, end they have 
Ssterted up agein in 1925 end get up $100,000. 

Tks COMMISSTONER: Theat is not shown here, 

THE wiTNBSS: No, that is om their. return, 

BY MR. MoRUER: €. There was some suggestion 
I think thet they were rather speculating in the 
merket in cotton, rather than running a mill, 

MR, sELLOCK: My friend should not make that 
Statement about this company speculating in the 
stock market end in cotton, I went to object. 7 

MR, MgRUER: .I have e statement of wha t. they 
lost in raw sotton, 

ZH COMMISSIONER: It depends what the evidence 
was. We heard gomething in Three Rivers, who was 
it from? 

MR. MgRUDR; Mr, Whitehead. They changed 
their meneger. 

ME. KELLOCK: Wes there eny question of specu- 
leting in the, stoek merke t? | 

UR. MgRUER: Speculating in raw eotton, 

_ ME. SELLOCK: There is no evidence at ell of 
speculating in the stock merket, 

MR, iigRUER: No, I aid not say Stock market. 

MR, KELLOCK: You did earlier. 

THE COMMISSIONNR: Perheps whet we should say 
is the commodity market. 

| ME. MoRUER: When I sey I em not interested 
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for the purpose of this investigation in the 
reserve egeinst investments, I em not concerned 
whether they need & reserve to protect them against 
@ loss in the stock merket. Thet is not a pert of 
the cotton business, I do not know whether they 
speculeted in the stock market or not. 

MR, KELLOCK: Then my friend should not make 
that statement, 

THE COMMISSIONER: The statement he mede was 
if thet they did some thing in the wey Of sp coulsting. 

MR. MeRUER: That was in rew cotton, - 

MR. KELLOCK: His statement was thet he was 
not coneerned whether the Gompany made any losses 
by speculating in the stock mrket. | 

MR. McRUER: That is what T sey, because they 
% have put aside a reserve of $350,000 for investments, 

MR. KELLOCK: The innuendo is thet they aia 
speculate in the stock market, reversing the evi daice. 


THF COMMISSIONER: I unierstand that there is 


no evidence et ell of this Sompeany having speculated 


20 


in the stock merket. You are apparently talking 
ebout what the evidence is. You sey thet Mr, McRuer 
hes no right to say wheat hehes gaia. 

MR, KELLOCK: Your Lordship seid thet there 
wes no evidenee about the comp eny speculeting in 
25 the stock market. 

THE COMMISSIONER: I said there was evidence 
of some irregularity, which was bed business end 


led to the dismissal of the meneger, I think it 
was the buying of rew cotton. 
MR, McRUER: I em glad to agree thet there. 


30 | ; | 
is not eny evidence sbout them speculating in the 
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Stock merket, and I eam not seying they did, 

MR. KELLOCK; Then my friend shoald not make 
eny statements about Speculeting in the stock 
market. 

THE COMMISSIONER: He now Says that there is 
no evidence that this company ever speculated in 
the stock merket, 

UR, MgRULR; I do say thet it is quite im- 
meterial to this inves tig etion what reserve they 


set up against investments, because they made 


. profits in the Operation of the company as a textil 


sompeny. ff they set up a reserve ageinst losses. 
on investments -- I will put it that way; I dia 

put it, losses on the stock market, but I will gay 
losses on investments -- we sre not concemed for 
Our purposes with that at ell. if they make a 
profit, they heve it, and if they meke bea invest- 


mente it ig bed business, but it hes nothing to do 


with the textile business, That is whet I am tryin 


to make myself G@lear on, 


7H COMMISSIONER: ..Da.you go so fer ag to say 
that same of these figures are explainable by losses 
made outside the textile industry? 

MR. MeRUER: I do not know. All I know is tha 
accoming to the stateu ent they made.a profit of 


#585,000, which hes been trensferred to a reserve 


for investments, which mey quite Clearly be added 


to their general profits of the bus iness, Now in 


“wheat year they trensferred thet I do not k now. 


Was there not a Sstetement, Mr, Whiteley, by Mr. 


Whitehead, which bas not been filed yet, about logge 


in raw cotton? I think Wwe Ought to have thet filed 


ated OER oer 
-bLb.vods. sat ws, 195 wo. F bam. teat tom APOTS..» 
etem tom blinde, baoftt. we gost. sAQOTTEA FM 
. lee te edt aceesefiaderaa tals scigrobonne 
et etodd ¢pdt eyse wos ou, | sano TATION, mer 
at bots Ivooqe tove yasame eidt tedi eomebive on 
Sent <p aaa eee, Acts oAF 
mat pen at ¢idaid yse ob T MaUHgM iM 
Pai eves st. dadw soltsaiteeval etd? of gemacht 
shen walt, eauseed ,2¢somizovat toatege on foe 
biltxed s ss ylegoo eft To. soltasege edi at etitora 
sousol, tea isge eytouet ©. qi. toe. ods. Tt. .yangmoe 
O25 I, :we tadt $2 tag Lote I~ etmomteerst 20. 
yoo Lftw I tad tovtam toote edt go eoseet. ft. tsa 
| t0% bertseno Joa, 9 ts oH ~~ at sont eo yal £0 seanol 
BS emem xedt, tI, tie te ¢ edd dttw eegoqtiy 100. 
~tee val bed sism w at Ti bre « si even Yost .tttorg 
| 0b of amtsion, ned #2, da¢, ,eeominnd, bad.st 71 piaom 
patyct, ms 1 dese pt tect. ,cronheud olitzed of itv 
Poe. ite, tale tfosum eae OF | 
| yeu of 28 tet 98 09. wx of SARWOT BTID), SET ce ot | 
Jeoncol xd sidentataxe. ets, SetsBt Mpaors 29, ome toad | 
| tytdeshat efisxed oF sbipizp. ofan | | 
eit et wood I LA, wee tom 0b, 3. 2X BOK. WAM, | 
| to shtorg @ ohas yest tao mtete git ot gaibroooe 
erteect s of borretunsid med wait dolde ,000, 8% 
bobia od. xltsele otto, yam olin, etaamteemt20% | 
at wo, .weent avd ot 20 at torg Laranes shed? oF. | 
wont, tom ch I gadt Sepnstaasat edt. xeey tad | 
| sx wh .yalesaW cit snomiete a tomieradt pal. | 
poncol tyode. toy bel tt mood toe pat Aohdmybeodeyiay 
bol, tant oradot tdgn0 ow wrhdt T. Teg doe. me Sh .. 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


RONTO 


REPORTER 


CANADA 


12509 Howson 
now. J do not remember seeing it, but I know it came 
in. 

BY MR. MeRUER: Q@- Would it not be correct, 
Mr. Howson, in dealing with the profits of the 
business, to regard the reserve that hes te en set 
up for investments aes en ordinary profit of the 
bus iness? A, It was created out of profits 

Q. Crested out of profits, and the fact thet 
they held it es a reserve egelost investments heg 
not enything to do with the Operations of the busines 
6S @ textile business? 4. itis just an 
eppropriation of prefits for this purpose after the 
profits heve been made, 

Q. Yes, 

BY THE COMMISSIGNER: &. These are pfofits 
thet might heve been distributed other wise? 

Ae. Zeke. 

BY MR. MeRUER: . 8, Instead of investing in 
the shereg of other companies they might heave dis- 
tributed then to the shareholders or held them in 
Surplus aecount to distribute. ) 

MR. KELLOCK: But by doéne that they would be 
ineurring losses on sepital, whieh e company is not 
supposed to do. : 

MR, MeROER: The profit for the ten year 
period may be summarized ag ©701,000 distributed to 
shereholders; undistributed surplus anc general 
reserve $1,006,000, and reserve for inventory end 
for investment $719,000. | 

THE ¢ GuMI SS IONER: _ 4nd cash discounts. 

MR. McRUER: Yes, my lord, for inventories 
and ¢ash discounts $710,000. Thet makes e total of 
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$2,426,000, end capitel edjugted s0 48 to eliminate 


“good Will or whetever you mey call ite= I do not 


like to use the term "“water"-- amounted to — 


‘$2,580,240 for that period. Am I right? 


THE WITNESS: You have related those to the 
ten-year period, haven't you? 
"pS We RUER: Yes. : , 

TEE WITNESS: Thet undistributed surplus and 
general reserve is the balenége, 

| ‘MR. McRUER: Oh, I see, I bee pardon. You 

have to take awey the belance of $1,123, 000. 

THE WITNESS: That was there at the beginning, 

ar: McRUER: Of the ten-year periad, quite 
right. Then $1,293 ,» 000 would be the proper ficure 


‘for thet pert od, 


BY MR, McRUER: Q. According to the next: 


“stetement , which is a summary of the operations, 


we find thet inthe year 1932, for wha tever reason 
it wes, there was a net lose of $465,000. Is that 
right? A, Thet is right. 

‘THE COMMISSIONER: Theat is e loss on opera- 
tions, is it? | 

MR. McRUER: “Yes: my lord. 

THE WL INESS: They actuelly lost more than that, 
Thet was the year in which they brought back that 
credit from the income tex reserve that they had 
set up in preceding years, $130,000. 

BY MR. MoRUER; Q, Ido not understand, -- 


‘It is probably very elenente ry, Mr. Howson, but 


in the year “1952 there is @ red figure opposite 


income tex. Oe . me Thet is just whet I was 
| explei ning. 
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THE COMMISSIONER: It almost looks like «6 
refund, 

BY MR. McRUER: Qs How cen you get e debit on 
your incame tex? As. They trensferred thet 
reserve beck to the credit of thet yeer's operations, 

&. The reserve for incane tax? A. The 
reserve they hed set up beck in 1928. 

Q. IT see, 

BY THE COMMISSIONER: @.  Thet does not me an 
thet they paid $132 ,000 in ine ome tex? A. No, 
by no means. | 

MR, MeRUER: And it does not mean they got 
it beck from the ineane tex department. 

THE WITWESS: At has been cherged to incane 
tex in prior yeers ont heir books, 

BY MR, MeRUER: a. Cen you tell me what the 
totel loss wes in that yeer. They seem to have 
drawn on reserve. A. The logs was $601,790. 

Q. That is before drawing on reserve? 

Ae Yes. 

Q@. And the vorr Hext year they meke a profit of 
$205, 000? = | 

Q. And the year before they had a profit of 
$134,000? re Yes. 

Q. So it rather looks thet ves a very abnormal 
year of some kind, < 7 | 

MR. KELLOCK: They lost in 1939. 

MR. McRUER: But nothing like this. That was 
only one-fifth of what they lost in 1952. | 

BY MR. MeRUER: @. How much did you gay they 
trensferred in 1982 fran the inventory reserve? 


A. $250,000. 
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MR. McRUER: Mr, Rene has just given me a 


Statanent thet hes come in from Mp, Whitehead, 

It is pert of gome information we asked for ani which 
has not yet been filed, and ~ think the informe tion 
ought all to be filea first thing in the morning, 
This partieuler stetement ig regarding the loss 


in inventory value for the year ended June 50th 1932, 
It is as follows: 


"The Webesso Cotton Company Limit ed, 


) Three Rivers Que. 
aan nee Bivers, Ques 


Stetement regerding loss in inventory 
value for. the year ended 20th June, 1952, 
During the year oe e n J, iS, ther 
Wes a shrinkage in value or loss due to the 
drop in price of raw Stock amounting to $254, 480, 
inventories as et 26th June, 1931, were 
valued on the basis of 14=1 cent cotton, and 
et 2nd July,1932 on the basis of 8h cent 
cotton," 


That does not quite tell the s tory. 


THE COMMISSIONER: 1 have now the evideme before 

me of Mr, Whitehead, to which reference was made a 
few moments.ago., It is at pege 1051. Theat wes when 

| we were..all.. com iderebly younger, It is ag follows; 
| "Q@.. (by Mr, MeRuer) Then we come to” 

1922. The belmece sheet in 1932 shows an 
Operating profit of $174,616.72; interest on 
investments seens to be down $10,000 for sane 
reasm, or $9,000. But this shows a net loss 

for the year of $283,705. Do you know enything 
about thet loss, Mr. Whiteheaa? A. Yes, Mr. 
Mc Ruer, 
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Q. What brought thet ebout? A. That 
loss was partieulerly Gie to manufacturing losses 
bat it wag more due to the ramning dow of the 
inventories due to the drop of the raw cotton 
market from about 25 cents e vound to six cents. 

@. Can you tell us how much of thst loss 
was due to the loss in raw cotton? A. I 
cennot separate thet for you, bat I know thet 
wes the case at the tim," 

Tne evidence goes on: 

"The Witness: The raw cotton and manufec- 
tur ed s toe, 

Mr, MecRuer: It says here Inventory of 
rew cotton, partly manufactured, md menufectured 
stock, supplied, etc.” e's UV 6 “Thensit 
shows $1,500,000 loss in the inventory in 1932. 
Of course, they might carry a lower inventory." 

Thet does not seem to be applice ble. - Then Mr, 
Mehuer went con to quote from the report of that year: 

"In submitting this report, your Direetors 
regret thet the operations of your Comeny 
have resulted in e loss fortheyear. This 
loss hes been largely brought about by k een 
foreign eanpetition and the downward trend of 
selling prices end by the gonttnaed business. 
depressi on," 

Then lily. MeRuer wanted to know whet the foreign 
competition wes. The teriff wes discussed for a 
while, end then Mr. M,Ruer went beck to the change in 
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"Q. (by Mr. McRuer) At thet time, hed yo 


Compeny, or any of your subsidiary compeies, 
been buying futures in cotton? A. Not to 
my knowledge. 


@- Well, was there snaythine in regard to 


the chenge in menegement, -- did that heve 
anything to do with this drop, or loss? 

& in buying cotton, Mr. MgRuer, there is 
ealweys speculation in the ordinary business, 
no matter how conservative the firm. The 
purchesing of cotton is ellied very closely 

to the purchasing of wheat, or any other world 
commodity. We have got to my futures in 


order to cover our commitments, 


Q. Yes, but the question I had just esked 


you before was, did the fect that the Man ege~ 


ment changed just st thet time have eny thing 


to dO with thé fact thet you hed lost 5 lerge 


Sum of money on raw cotton? A, I have 
no personel knowledge of the reasons why the 
Menagenent came, but I understend Mr, Aird 
hed got en offer of a better position et 
Valleyfield with the Montreal Cotton Company. 
Q. That may be, fitel aeons? @skine you 
at the moment on your personel. knowledge, 
Ts it not a fact thet the change in meneageme nt 
wes brought ebout due to the loss in raw 
cotton? A. No, sir. 
Q- Well, @i@ it have sémethine to ao 
with it?) a, No, sir. | 
'""Q, Nothing to do with it whatever? 
As No, sir. 
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Qe Well, why did you not tell me that 3 
just a little earlier? &. Well, you are 
asking me e definite question which I am 
enswering. The resignetion was not actually 

5 handed into me although I was ewere of the 
circumstences of the ¢ase, 

Q.. Did Mr. Aird just ilerely leave beceus 
he hed got e better posi tion? A. He 
left, I understand, besause he and I aia not 
agree very well, 

@, Well, might it be, thes you dié not 
agree with his policy on the purchese of rew 
cotton? A. No, with his policy on the 
operating of the plant," 


o MR, KELLOCK: There is no evidece about specu- 
lating, 

THE COMMISSIONER: That is why I reea it all, 
What he gays is thet there was a drop in raw 
cotton, and he then goes on and says thet they buy 
the raw cotta like the miller buys wheat: 

WR. Mc RUER: And he Seys thet they lost by 
the drop from 25 to 6 cents a pound, In this 
statement that I Gaye just read he says: 

" "During the year ended 2nd July, 1982, 
there was a shrinkage in velue or loss due to 
25 “the drop in did of raw stock emain ting tb 
| $284, 480452. , 
fnventeries as at ‘26th June, 1931, were 
velued on the basis of 144 cent cotton, end 


at 2nd July, 1932, on the: basis of 8% cent 
cot ton,” | 
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So it is mot in the shrinkege of inventory, there 
was fluctuation from 25 to 6 cents. - 

THE COMMISSIONER: Market fluctuation. . Do 
you sey, ir. MeRuer, thet you have this and some 
other documents to put in in the morning? 

Ms MoRUER: Yes, I willhave to put them in. 
One thing I do not quite understend is thet accord- 
ing to this statement the loss in 1952 was $200,000, 
but escording to your statement, Mr. Howson, it is 
$287 , 000, 

THE WITNESS: The figures in this statenent 


are a combination of the two compenies, St. Meurice | 


and Wabasso, 

MR. MeRW@er: Oh yes, di think they combined 
the balance sheets earlier then thet if my reecollec« 
tion is right, Now looking ecross the bottom of 
the lest pege, Exhibit 917, the net operating profit 
percentege of sales wes in 1926, 8.8; 1927, 9.9; 
1928, 704; 1929, 2.0; 1950, 792; 1931, 8.4. 

Then it goes down to a loss of 9.5 in 1932, and then 
e net operating profit, 10.1 per cent in 1933. 

THE COMMISSIONER: Not. «© loss that yeer. 

MR. McRUER: A profit in 1933. So there is a 
fluctue tion fran -= 

THES WITMESS: 19.4 per cent. 

WR. McRUER: And.e fluctuation between 1932 
end 191, the yeer before, of sbout 17.7 per cent, 
This is stated to be es consolideted belance sheet 
as Of July 2, 1952, contained in Exhibit 74. The 
net loss for the year they steted in their balence 
sheet to be $283,705, end the belenee at credit 
June 27, 1951, after absorbing Subsidiary Company 
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loss, $286,000. The loss for the subsidiary 
company wes absorbed June 27, 1931. 

BY MR. MeRUER: 8. Now, Mir. Howson, we 
will jwt heave e look at this, end gee if we cen 
reconcile their balance sheet with their answers to 
the questionnaire for this perticular yeer. 

THE COMMISSIONER: Thet may teke e little 
time, 

MR. MeRUER: Yes, Mr. Howsm might look eat it 
efter the edjournuent, and we will file the ad@itione 
material, my lord, first thing in the morning, I 
wes wondering, my lord, if it would be inconvenient 
for us to sit et ten o'clock. 

THE COMMISSIONER: I was thinking of thet 
myself because we ere not running ahead of schedule 
et all. How do you febl abat it, Mr. Kellock? 
Shell we say ten or ten-thirty next week ? 

MR. KELLOCK: I do not went to standin the 
wey of progress at all, but it would not leave 
me very much time to get ready, but if it is the 
generel desire I guess I can stend it. 

Tiki COMMISSIONER: I realize, Mr. Kellock, that 
you have a pretty hard job dealing with all these 
companies, and I do not went to crowd you at ell, 

I think we had better sey ten-thirty. 

MR. MeRUER: I am getting just e little 
anxious about the progress we are meking, 

THE COMMISSIONER: I em too, but perhaps in view 
of the way things ere the extra helf heur might not 
Save us eny time in the long run. 

MR. MecRUER: Probebly not. I propose, my 
lord, on Mondey morning desling with the Daninion 
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Textile Company as soon as I am through with 
Wabasso Cotton, which will bein a very short 
time, 

THE COMMISSIONER: Does counsel for Dominion 
Textile Company know that? 

MR. MeFUER; Yes, 

MR. KELLOCK: With Your Lordship's permission 
ft would like to have the order of cross examination 
changed e little bit. When dealing with the silk 
compenies I did not cross exemine on each case as 
s00n eas my friend got through, but in future I 
would rether desl with-eech company es it comes up 
rather then weit till later and ceal with them all 
at once. 

THE COMMISSIONER: I asked you yesterday 
which you preferred to do in the case of the silk 
compenies, and you weited till the end, 

MR. KELLOCK: My friend hea elreedy covered 
two compenies then. 

THE CCMMISSIONER: Then when Mr. MoRuer is 
through with Wabasso you would like to deal with 
it? 


OCK: Yes, my lord, 


-~ The Commission adjourned at 5 pem., to resume 


On Mondsy morning at 10.30, Novenber 16, 1936. 
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ROYAL COMMISSION ON THE TEXTILE INDUSTRY 
I nat rene caaiomeosoatsnorcnans mets 


HON. MR, JUSTICE W.F.A. TURGEON, 


Commissioner, 


A.S. Whiteley, Secretary, 


A ppearan ce Bs; 


dC, MeRuer , KeC. ) 
and Commission Counsel, 
E. Beauregard, K.C.) 


JeP. Lanetot, K.C. ) For Special Committee 
and ) on Primary Textile 
R.L. Kellock, K.c. ) Industries. 


C.G. Heward, K.c. ) 

Aime Geoffrion, K.C.) For Dominion Textile 
and Companys 

CeT. Ballantyne, ) 


SG. Dixon, K.C. For Courtaulds, Limited. 
L.A. Forsyth, K.C. For Canadian Celanese 


Limited, and Canadian 
Silk Products Limited. 
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Ottawa, Ontario, 
November 16th, 1956 


om The Commission resumed at 10,30 A.M. 


= aS 


HOWSON, ERNEST J., Recalled, 

EXAMINED BY MR. MeRUER: 

MR. MCRUER: My See, before we continue with Mr. 
Howson, there is one matter I wish to deal with. 
After we had been through with exemination of the 
witnesses at Three Rivers, there was some material tha 
Mr, Whitehead promised to send us in reference to the 
affairs of the Yabasso Cotton Company, and I think before 
we close Mr, Howson's evidence we should put this mater- 
ial on the record so that it is available, 

THE COMMISSIONER: it comes to you from Mr, whitehead. 

WR. MCRUER: From Mr. Maedougall of the Yabasso 
Cotton Company, a letter dated 17th of april, 19356. 

GXHTBIT 921; Letter fraa the jabasso Cotton 

ae, Company Limited to Mr. Berry 
dated 17th of April, 1956-4 
MR. MeRUER: It reads as follows: 
"Referring to your letter of the 9th April 

addressed to Mr. Whitehead advising the returiu 

of our pay-roll for Janye 19362 ‘The auditors 

have now finished with this pay-roli, and as 

we have no further need of same-we are sending it 

back so that itmay be returned to the Commission 

recordse 


We are also sending to you the following 


schedules asked for by the Royal Commission;- 
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"(1) (a) List of Eaployees as at 20th July, 1935, 
7) ee n 26th March 1936, 


(2) Extract from Minutes of Meetings of Directors 
of St. Maurice Valley Cotton Mills Limited 
held on 283th April 1912 and 2lst May 1912. 


(3) Amalysis of Salaries for the years 1930 
to 1935 inelusive, 


(4) Copies of Wabasso Annual Resorts for 1919 and 
1930.6 — 


(5). Statement regarding Loss in Inventory Value 
for 1932. 


(6) List of Employees suspended or dismissed sin 
ist April 1936. 


The statements missing to complete the items 
requested are: 


(7) Particulars of Executive Salaries since the 
incorporation of the Company, 


(8) Particulars of Yabasso shares held by 
Messrs Jase W. Pyke, C.R. Whitehead, and 
J.N. Greenshields, 


Our old records are being searched for this 
information and same will be forwarded as soon 
as possible, 


Will you kindly arrange to hand over all thes 
schedules to Mr. Beauregard at once, as he has 
again written for the information supplied under 
heading (6) above, 


An extra copy of this letter is attached to 
accompany the schedules," 


MR. McRUER: I will put the schedules in, 


THE COMMISSIONER: Are you making them all one 


Exhibit or separate? 


MR. McRUER: I think probably better have separat 


Exhibits, The first is list of employees as at the 


20th of July, 1935, 
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EXHIBIT 922: List of employees of the wabasso 
Cotton Company as of 20th July, 
1954 
MR. MeRUER: Then the list of employees as at 28th 
Mareh, 1936, 
EXHIBIT 925: List of employees of Wabasso 
Cotton Company as of 28th March, 
1986, 

MR. MeRUER: An extract from the Minutes of the 
first meeting, of the provisional directors of St, 
Maurice Valley Cotton Mills held on the 28th of April, 
1912, and the 21st of May, 1912, 

EXHIBIT 924: Extract from the Minutes of 
the Meeting of Directors of 
St. Maurice Valley Cotton 


Mills, Limited, held on the 28th 
of April, 1912, and 21st May, 1912, 


MR. MeRUER; Analysis of salaries for the years 
1930 to 1935, inclusive. 

EXHIBIT 925: Analysis of salaries of the Wabasso 
Cotton Company for the years 1930 
to 19% inclusive, 

UR. MCRUER: Copies of the annual reports went 

in with Mr. Howsonts terial, so that they will not 
be filed agains 

sida tehiknt regerding loss in inventory value for th 

year 1932, This was read on Friday, 

EXHIBIT 926; Statement regarding loss in inventor 


value, the Wabasso Cotton Company, 
for the year ended 30th June, 1932, 


MR. MeRUER: We do not seen to have the list of 
employees here that were dismissed, Mr. Beauregard 
did you not have the list of employees that were 


dismissed? > That has been already dealt with, 
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Whitehead as statement of taxes paid in 1935 but it is 


marked Exhibit 117. It may be just an extra copye 


12524 Howsen 
MR. BEAUREGARD: I think I have the list, 
MR. MeRUER: We will pass that on just now, The 
registered Shareholdings of the following people - 
Whitehead, Pyke, and Greenshields, 
EXMIBIT 927; Registered shareholdings of white- 


head, Pyke and Greenshields, 
Wabasso Cotton Company, 


MRe McRUER: Analysis of payroll for February, 193]. 

Tif COMMISSIONER: What date is that, analysis of 
salaries? 

MR. McRUER; The salaries were executive salaries 
this is wages. 

EXHIBIT ¥28; Aualysis of last two weeks of 

February, 1931 of pay roll, Wabasso 
_ Gotton Company. 

MR, MeRUER: This refers particularly te Exhibits 
78 to, 828 And analysis of pay roll for the last two 
weeks of February, 1932, 

EXHIBIT 929; Analysis of pay roll for the last tw 


weeks of February, 1932, wabasso 
Cotton Companys 


MR. MeRUER: We did not keep Exhibit 117 for eny- 
things. I see this Statement we have here is marked 
Exhibit 117.4 

THE COMMISSIONER: That is statement of taxes, 

MR, RENE; Statement of taxes paid by wabasse 
in 1935. 
MR. MeRUER: If that has already been filed we do 


not need to file it again, this eomes signed by Mr, 
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Now, to continue with the affairs of Wabasso. 
‘THE COMMISSIONER: » Did you say something to me on 
Friday about going of this morning with Dominion Text illes? 
MR. MCRUER: Yes, as soon as I dm finished with waba SOs 
we DT asked “you to reeoncile for me, Mr. Howsbdn, your 
Statement for the year 1932 whieh shows a net loss for 
that year of $465,194.82 as compared with the loss men ion- 
ed in the Annual Statement of Two hundred and some odd 
10 thousand dollars - have you reconciled the two fi gure q? 
As Yes, I have, 
@. Will you just give me the reconciliation - how 
the figure in the Annual Statement is arrived at? 
A. The figure in our statement, of course, is a combined 
figure with the St. Maurice Valley Cotton Company and 
Yabasso Company and the figure of $465,194.88 is arriv. 
at by not taking inte account the profits for the year 
of the St. Maurice Company of $7,848.92 and the credit 
that the Wabasso Company put through from the Inventor 
Reserve of $250,000, and from the Investment Reserve o 
$28,934.79, and a further charge which was put through 
to the Reserve for Sinking Fund of $27,355, bond discount 
and redemption, $4,459.91. A total of $31,814.91, 
That balance --=- 
MR. KELLOCK: You have not ineluded in that the 
$250,000? ss AS ‘That is total of those two items, 
That balances with the Company's statement with the 
excep tion of $65.21, which was an error in the returns 
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“MR. MeRUER: Q. That is in the answers to the quest jon- 

naire? "ar ee 
Q. Now, Could you give me a statement of the dividends 

that have been paid by the Company 6n the bonus stock 
that was issued at the inception of the Company? 
Ae Yes, I have a statement prepared along those lines. 
It is being typed by the Stenographer at the moment, 
It will eoon be available, 

10 de We will pass on to something else and return to 
that. ‘Ow, cam you tell me what the total amount set 
aside by this Company for EAT has been? 

THE COMMISSIONER; How far back is that going - 
beginning of the Company? 
“MR. MeRUER: I want to get from the beginning of the 
company if Mr, Mowson has that figure available? 
A. The total amount was $4,239,258.34, 
MR. KELLOCK: Is that both compan%es, - wabasso an 
20 St. Maurice? A. Yes. 
THE COMMISSIONER: That goes back to what year? 
MR. MeRUERr Q. 1911, is it? A. it i8 
prior to that, I think. 
Q- Did not have much to depreciate before 1911. 


25 
UR. KELLOCK: 1907, 


THE WITNESS: I was just trying to find the year 
in which they first charged depreciation. This is 
thé total from the inception of the Company, 

~ @, Can you give me the total amount written off 


for depreciation - taken to depreciation reserve rathe 
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seken from 1926 to 1936, l0O-year period, or 1935. 
in your statement you have ten months of 1936? A. Yes 
Qe How could the depreciation, for instance, be 
brought up to date for that 10 months? A. well, 
they closed off the operations, ‘They eliiuged their 
year ede 
' Q. They changed their accounting year? A,’Wes,pir. 
MRe McRUER: I think thé is all IT want to ask abou 


Jabasso at the moments 


CROSS]-EXAMINATION BY MR. KELLOCK: 

Qe In your Summary dealing with the Yabasso Company, 
single sheet at the back, headed "Capitalization and 
operating results", you show the shares issued fron tilne 
to time starting in 1907 with $487,0002 

THE COMMISSIONER: Are you using this Exhibit 917 

MR. KELLOCK: I have just a partial copye 

MR. MeRUER: It is a third from the backs 

MR. KELLOCK: It is heeded "Capitalization and 
operating results and you show that $487,000 of stock 
was issued in 1907, and you say fifor property" in you 
statement, and then a little lower down you deduct 
the same figure in your issue of $487,000, you say 
"Excess of capitel issued over original cost of asset 
exchanged therefa@ »" Now, @id you know that the 
Company received $75,000 in cash in connection with the 
issue of the $487,000? A. $75,000 in cash? 
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qe You,.see what happened, according to the cvidende, 


was that the City of Three Rivers agreed to give a bogus 
of 975,000 .to Mr. Whitehead, and that was one of the | 
things that Mr, Whitehead assigned to the yabasse Co, 
after its organization. 
Coupany got that. $75,000 in the Company's capital? 
Ae I did not treat that.as a consideration. 
Het speaking so much as consi deratiai, 


& Matter of fact consideratia » 


I cannot find that the 


MR. MCRUER: : 


You-sa@ it was. 


MR. KELLOCK; 


The evidence said it was, 


MR. McRUER: 


than the Company could get, and he regarded that as 


bonus stock in his own evidence, 


Mr. Whitehead said it was nothine moze 


THE COMMISSIONER: was that of the same class of 


ccnsideration as the furnishing of power, etc.? 


MR, MCGRUER: 


what was the different items? 


THE COMMISSIONER: 


MR. 


that Mr. Whitehead went down and got acon tract to 
furnish power and arranged with the City of Three 
‘Rivers to give a bonus, and I put it to him tiat that 
was nothing but what he could have done on behalf of 
the Companyy and as a matter of fact he was promoter 
of the Company at °th't time, and I feel quite sure 


in law could not have claimed considerations 


There was a contact, 
It-ds right here, 


There was a contract with the Compan 
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_ hever put up by Council at that time, 


| at pages 1169 and 1170. The first is the contract 


He was trustee for the Company - I put it to him that 


that was bonus stoeek and he said, "Yess" That was 


MR. KELLOCK: Mr, Howsen, for my purpose, my frien 

is stating it. rather breadlys 
MR. McCRUER: . Very accurately, 

MR. KELLOCK: Q. My friend is taking it rather 
broadly» As a matter of fact, so far as documents are 
concerned, the $75,000 was part of the consideration 
for the 487,000 shares, 

TEE COMMISSIONER: Do you me an the right to obtain 
the $75,000 fran the City? 

MR. KELLOCK: Yes, that was one of the things 
assigned by Mr. whitehead, 

THE COMMISSIONER; The right to get it - you never 
got it. 

MR. McRUER; The Company got the cash, my lord, 

MRe KELLOCK: Whether that is so or not --- 

THE COMMISSIONER: There was this bonus and wit 
was the other ‘se things? 


MRe KELLOCK; They «re set out in t&® evidence 


of land, which is in the witnesses statement as 
$13,000» 

MRe MeRUER: ves, but sient dad money from the Comp 
to pay for the land, | 

MR. KELLOCK: No, NOs 


THE COMMISSIONER: Enumerate thems 
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MR. KELLOCK: the second is the contract with the 
Shawinigan Water Company for the supply of Power for a 
period of 26 years, the right to renew for a further 25 
years, end there is the bemefits and moneys aceruing 
to Whitehead and his associates under a by-law of the 
City of Three Rivers wherein they gave a bonus of S75, 
and commutation. of taxes. | 

Qe Now, Mr, Howson, so far as decuments show that 
575,000 was pert of the consideration for $487,000, 
but even though that were not so I sii find in your 
Statement or Summary that you have shown the $75,000 
as part of the Compaiy's capital at any time? A, Th 
$75,000 was not cash fund at that time, it was just an 
undertaking, as [ understand ite 

Q. It was paid, though? 4, Undertaking 
of the City of Three Rivers to pay its 

THE COMMISSIONER; It was paid? Ae I think i 
was eredited to the Surplus Account, It certainly 
was not eredited to the Consideration of the common st 

MR. KELLOCK: Q. You see, when you turn over to th 
Statement. of yours. which you call "Summary of operatio 
whieh I think is the first statement thet deals with 
this Company, the first year you show is 1926, and you 
have a figure there which you call, "Capital employed — 
in Operation as per statenents," and then you deduct 
"Inflation of original cost of assets," $487,000« 

Now, I say that you cannot find that you show thai the 


Company had this $75,000 for Capital at any time? 
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A. I don't think they have--- 
THE COMMISSIONER: For capital, you are say ing? 
“MR. KSLLOCK: Yes, 
| ; THE COMMISSION RR: yas it used as capital? 


THE WIINESS; No, I am just trying to say that my 


understanding is that the money was paid subsequam tly 


by Three Rivers,s AS @ matter of fact part of it was 
transferred +6 8s. dauriée Cotton Company, $55,000. 
10 was still onistandiag at this time, 
Qe “At what time? A, After St.Maurice 
Valley Cotton dompany wan orgeni sed, I may be mis~ 
: taken bas my calleatedine i that the $75,000 was no 


paid by Three Rivers at the time the organkation of 


this earey took place, but was an undertaking by 
| Three Rivers te pay the money, end that the money 
was : webs and veekived (= the Company and treated as 
a credit to their carpe. not consideration for 
et hg eek issued. | 
| MR. McRUER: For my triers benefit may I put 
| myself ie ane as to what I content about that, In 
regard to earnings of the Company I snamnt that they 


25 have no right ‘ to claim earnings on that $75,000, 


wien was a@ bonus to Arn by the city of Three Rivers 


to come ) through, but to sey, ‘etalk for tariff 

purposes, we got a bonus of t $75, 000 from Three Rivers 
we ougnt to. be allowed to earn a return for ourselves 
on that ‘bonus, in addition to the veturn we get on th 


pons avnak that was pray that that is adding | 
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insult to injury so far as I am concerned, I would 
Say Mr. Howson was derelict in got wiping it out if h 
did not, 

THE COMMISSIONER: He leaves it where he found it 


in the Surplus Accoun te. 


THE WITNESS; Yes, sir. 
MR» KELDOCK: Q. Did you know that the $75,000 
had been received by the Company as a bonus? A, Yes, 
be i knew there was an arrangement between Three Rivers 
and the Companys 
Qe dt asked you if you knew that the cash had bee 
recelved? oY A> ZI have just fergotten the details 
but it seems to me there was some difficulty about on 
ws instalment subsequently.» 

&, 1 am asking you if you knew that the cash had 
been received by the Company? &, Some of it was 
_feeeived by the Company, yes. 

20 _. Qe How much? Ae I think $50,0006 I am nu 
sure, 1 cannot say thet without looking it up, but I 
think two instalmeats paid and some question about the 
other, and I do not recall whether it was finally pai 

| | er note 
25 
Qe Page 1179 Mr. Whitehead is asked; ‘4. You go 
your full $75,000? A. Yes." Now, the evidence 
‘Shows $50,000 paid to the Wabasso Company and $25,000 | 
paid St» Maurice, but you have included both these 


30 | companies in one Consolidated Statement and so I do 


not think it makes any difference? A. No, it does Mote 


rk r 


| B Luow rt . ~Henteo noo ms eT as rst Of Ree, oe Rd tuaat 
pa tf ed tt a tah sg at totter any yeresie wa yas 
+f00 bLp 
vl bavot oa ore dw #4 eeyned. on :saLnoT ee TK09 aa 

sFauoo9s alate 0 aig alt 

} _ABee 28% epeerie su 

000 ave edi tedd word woy ale f :TOOGIE +All 
1 ,80Y A tensed & a6 spent eas a boviegot aed ‘bod 


exevif setdt neowted Sameguerte 2 ae aan ore. woud I 


“eyasgn00 eat 5as 
and fea noe ase fat Rubaneel soak mE ch boxes tL Ry 


abeb edt westogz0% taut eved. ' 2 oh therleos: 


“et 


ry 
ee 


G iwods eelgolt it a0 8 Saw ozedt oun od eneve et au6 
relsusupendie temtaten 


Sed dase siv jadé wead ot a 9. sable ms I i 


% | hie oe 


a evasau09 edt ad ot, Roe: 


ere 


DA ms I gerne herarrigeen ad, iowa wo «9 


I gud equ tt paren aepalt. te ads we t ounse Te ume 
+ tzode nolsaeup | GOe bas ) Bog. etaent st oat ow data t 


~~ £ tes 


leq Vileat? ees vs edge iy {incon ton x bus etoutdo 


# 


@toa to 


Pay ‘ 


bos wey om | :beries et hacsed ta cam etit page 


inp gat? "C S47 .Be- aeiaed. 4 te Ser x se 
co.aab ive os .w0H ",e0Y A. 7000, é%¢ Ifvt a 
ieee @ Ue SH tea EAGLES OSS 


000 .G8% bas wegne onnndad elt od bleg. 000,068 paths 
i,t? To sie 2:2 ote geeeln my 

exeds feed abuso eved voy turd at8 Sieg 

| J okie of Seed be See l tpoo ae 
ob I os bus tnoueseae betsbiloanod eno at seineqnoo 


SS ae oe: ae fe ee a 


asw +2 to euto® oA Pend ont ‘6 bevisoox po \ 


ee tae 


Soy etl oo pe ment ee 


me tiene » — . 
eae ite eee ependymal 


i ca mete 


‘ou 


ef 


ROBT. BRYDIE 
‘HARTERED STENOGRAPHIC 
REPORTER 


eS eee 12533 Howson 
~~ @, When the Company has got the $75,000 - you dia 


| not show that, sc fer as IT can find, as part of the 


/available capital that the Companies had? Ae Of 


| course, it automatically becomes part of the capital 


‘ if it comes in, it becomes part of the assets. 
THE COMMISSIONER: The heading you are under is 
Capital Stock? 
THE WITNESS: You see, Mr. Kellock, the $75,000 whe 
10 it comes in becomes part of the capital of the Company 
and is included in the capital just the same way your 
cumulative profits are, 
Qe Looking at your statement "Summary of Operations’ 
you deduct the $487,000? A. Yes. 
15 


THE COMMISSIONER: Where is that? 
MR. KELLOCK: That is under the year 1926, my lo 
Q. This statement, “Summary of operations - Capi 
emploved in operations as per statement, $4,912,000, 
20 deduct: Inflation of original cost of assets: Wabass 
$487,000." A. That is quite true, but I 
say the $75,000 when it is paid into the Company comes 
into the capital that we show as employed in earning 


the profits, 


: Q. Well, let me ask you this: The documents show 
that part of the consideration for the issue of the 
$487,000 of shares to Whitehead was the assignment 
of this right to get the bonus? A. Yes, 
- Ge You deduct the entire $487,000. Now, if that 


was part of the contract for the isstie of those shares 
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why do you do that? 4. I don't understand it 


ia thet way. The undertaking to get the$75,000 may 


have been, the $75,000 itself was not, 

THE COMMISSIONER: Mr. Whitehesd could only get th 
$75,000 if he did certain things. 

MR. KELLOCK: Gave certain undertakings and carried 
it oute 

THE COMMISSIONER: No, had to go on and put up his 
works there, All he assigned to the Company was the 
right to take his place and earry out contract. 

WR.» KELLOCK: Yes, and then --- 

THE COMMISSIONER: It was not a gift of $75,000 
for so much stocks 

WR» KELLOCK; Oh, my lord, what the witness has dode 
he has said that there was no ecousideration whatever 
for this $487,000, and the undertaking at least resultdd 
in turning in of $75,000 Cash» 

THE COMMISSIONER: That is rather a cuestion of lay, 
though, is not it? 

MR. KELLOCK: is not it a guestion of fact? 

THE COMMISSIONER: No, the fact is he had a certai 
contract with the City whereby hehad to do certaiz 
things and they were in return to give him certain 
considerations, among them $75,000. He could not ge 
the $75,000 unless he did those things. He got this 
Conpany to aco it and assigned his emtract to the 
Company. He did not sist so much stock for the (75,090. 


MR-KELLOCK: No, that is quite true, but--- 
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THE COMMISSIONER: As far as I understand what 
cecurred those are the facts, 


MR. KELLOCK: Yess 


THE COMMIS TONER: So I do not think you need 
labour vida? The point is - has there been @ prope 
setting up of those facts, 

MR. KELLOCK: Yes, I am asking the witness why he 
wipes out the full $487,000 and gives it no value what 
SOeVET.s 

THE WITNESS: Just on the same basis as we have 
treated all these statements, that we eliminated the 
consideration given for intangibles of stock issues. 
$ 75,000 comes into the Company when it is paid so 
far as capital invested is concerned. So in the 
latter ten years I do not think it makes a particle 
of differences The only difference it will make 
is in the distribution of dividends, 

20 Qe Well then, when you come to this sheet, this 
long wide sheet, which is headed, "Suumary of Operatio 3," 
the first thing you have there "Capital employed in 
operations as per statement,” that should be Tangible 
Capital? | Ae Yes, $75,000 eapitat employed in 

| e operations, we deduct the inflation afterwards, 

Qe I say instead of “Capital employeé"there the 
correct way to describe that is "Tangible Capital"? 
A. No, the tangible capital is the actual capital, 
30 


Q. Oh yeSe When you take out, deduct the $487,000 


and $1,125,000, you have actual esepital employed, 
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You mean by that actual tangible capital employed? 
A, Yes, and your $75,000 is included in there because 
it has been paid. 


THE COMMISSIONER; When it comes in? A, YeS. 
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-» BY MR. KELLOCK: @. Well, is there anything special 


about this inquiry over the ordinary ease of accountir 


why you should deduet and ignore intangible capital no 
matter what is the set-up of your statements, for the 
5 purpose of this inquiry ? A. Yes, I am trying 
to show the profits on the actual investments in the 
company's trading operations. The whole picture is 


here, the tangibles and the intangibles. 


Qe Yes, but the very first thing you de is get 
10 rid of the intangibles ? As Yes. Of cours¢, 
we show the total capital. 
w» I am eHeing you why, for the purpose of this 
inquiry, you should be interested in deducting and 


getting rid of igtangible capital which you agreed wi 


¥ me the other day has a very real value ? A, It may 
have in certain circumstances. 
we What is the reason? A. I am telling 
you, to get at the returns on the actual capital in- 
“ vested in the company of a tangible nature. 


ae I see? Ae Cash or kind. 

BY THE COMMISSIONER: @. Cash or whet ? A. Cash 
or kind. , 

BY MR. KELLOCK: Q. So you assign no value to 


25 anything excent cash or something one can put his hand 


on; you assign no value to anything except cash or 


sonething ome can put his hand on ? Ae Iam just 

setting up the earnings on the difference between the 

total capital investment and the elimination of the 
30 intangibles. 


Q. Setting up the earnings ? AL. It is nota 
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10 


15 


20 


25 


30 


question of setting a value on anything. 


4. You are setting up the earnings on tahgible 
@apital ? « Ay Yes. 

Qe All right; now, Mr. Howson, in 1907, when the 
issue of -- | 

_ 4HE COMESSIONER:. Just a minute, Mx. Kellock; I 

‘think this should be made clear. » The company, the .. 
Wabasso company did not get this $75,000., for instance 
simply in return. for the stock they gave to Mr.White- 
head, or for part of that stock, they got it only after 
they had carried out hia contract for him.. 

MR. KELLOCK: « Yes, my lord, 

THE COMMISSIONER: As long as you understand it, 

BY MR. KELLOCK: Qe Mr, Horson, at the game time 
that this $487,000, of stock was issued there was a 
bond issue of the Wabasso Cotton Company of $1,000,000. 
A, Yes, somewhere around about the same time, 


THE COMMISSIONER: Wheat did you say, a bond 


| issue 7? 


MR.  “ELLOCK: A bond issue, my lord, of 
$14000,000. Po. A. Exeuse me, according to 
their record it was not -- the bond issue may have 
been authorized at the same timeybut the bonds were 
not issued st the same time. 

Qe When were they issued ? A. The: common 
stock was issued on July 9th, 1907. The first issue 
a bonds was im 1908; I don't know whet date. It does 
not give the exact date. 

Wee au right? &. Then, it carries 


on, it runs om to 1908, 1909, and 1910. ‘The whole 
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illion was not issued at once. 


we Ultimately within s few years the whole million 


as issued ? A. Yes. 


O, Amd each purchaser of $1,000. in bonds got 


$200. worth of this stock, and that stock was supplied 


out of the $487,000. that was issued to Mr. Whitehead 


Ae I think the evidence 


shows -= 


.« i @m correctly stating the evidence, am I 


not ? A. Well, I cannot give you that exactly. 


we Well, it is right here, Mr. Howson, 


MR. MeRUER: T_hese bonds have all been reteemed 


in full. 


BY MR. KELLOCK: Q@- I am reading to you from 


page 1185 -- a, I am not disputing what you say as 


being correct. J know it is in the evidence. 


ue All Yight, am I eorreétly stating the evidence 


{ eannot tell you without having anything right in 


front of me . 


«we Well, I was going to read it to you; either 


take my statement or let us have the evidence. Page 


1183, line sixteen : 


"So far as the stock was concerned that went to 
you personally, did it ? A, It came to me 
first of ail, naturally, as it says there, but 
when we sold the bonds ~~ we sold a million dol- 
lars of bonds and we gave a bunus. 

"BY THE COMMISSIONER: W. When was that ? 
A. T at was following right on the steps of the 
other. We followed right sheets soon as we 


formed the company and issued the bonds we imme- 
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diately started out to well them. We sold a 
million of bonds and we gave a bonus. 
"BY MRMcRUER: <. How much bonus did you give 
on the million dollars worth of bonds ? A. The 
regular bonus was 20%, 
"Q. Pardon ? hw 20%. 
"BY THE COMMISSIONIR: . Q. 20%? A. Yes. 
"Qe To the purchaser ? Ase To every pur- 

chaser, got 20%." 

Now, ehtn the purchasers of this million dollars worth 
of bonds paid their money at the same time they got 
$200,000, worth of these shares supplied by Mr. White- 
head out of his $487,000, according to that; is that 
so ? A, Yes, 

x» Would it not be proper to apportion the 
million dollars as between the bonds and the stock ? 
An. Z do''t think so in this case, 

Q%. Why not in this case ? Ace Rhe bonds are 
set up here at the full par value, 

MRMCRUER: The bonds were redeemed at $110, 


MRe KELLOCK: Please don't interject; that is 


? years later, 


MR. MeRUER: I know, but that is dhowing the oper 


| ation of the company, They redeemed their bonds at 


10 points premium. 

wR, KELLOCK: They rehleemed them in 1935 at 10 
points premium because the bonds said. they were. to 
be redeemed at 10 points premium when they were issued. 


Is that right ? 
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MR.MeRUIR: That is #ight. 


BY MR. KELLOCK:  Q. I am asking you about some- 
thing thet deals with 1907 and 1908 when these bonds 
were issued. I am asking you if it is not fair to 
consider that when the purchasers paid their million 
dollars they paid it not only for the bonds but for th 
stock ?. - A, Well, we are taking in the million dol- 
lars they paid as capital. 

G, You are taking it in that they paid it but 
you are not treating it as part of the share capital 
in any way whatsoever. Ae No, they subseribed fo 
ponds and paid a million dollars for bonds, 

Q. You think they would have paid a million 
dollars for the bonds whether they got the stock or 
not ? A, That I don't know, 

Q. If that is so why don't you apportion the pur 
chase price between bonds and stock? A, Because I 
putting it in as the amount paid for the bonds. 

‘BY MR.MCRUER: @Q. That is what the books show ? 
a. Yes. 

BY MR. KELLOCK: Q. The reason is because you 
doing it ? Ae The books do not show that the bond 
holders @ot any common shares, 
| 0, But whem you know as a matter of fact that th 
bondholders did get common shares would it not be a 
fair thing -- I am asking you, would it not be a fai 

thing to apportion the million dollars as between th 
ponds and shares ? : | A. No, I don't think jso. 

a You don't think so, all right; now, coming 


down to the issue of the St,Maurice shares which you 
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_ show next as being issued in 1912, $1,250,000. Have 


‘you resd the evidence as to what. took place ?.A, Yes. 


_ Wabasso Company was increased to $1,750,000., and as 


' they had already issued $500,000. in 1907 as your sta 


| not organized a separate company the bonds which. they 
would have out out would have been second mertgage 
bonds, so they organized the St.,Maurice Company with 
a capital of $1,250,000, and the Wabasso gave the 


“St. Mauriée Company $1,250,0004-in shares of the Wa- 


12542 Howson 


Q- Well, you will reeall thet the capital of the 


ment shows they then had available $1,250,000, ? 
Ay Yes, 

Q, And that the St. Maurice nits Uhdbbelbeehstaliender 
to obtain the necessary capBtal or necessary addition- 


al vapital to build a second mill because if they had 


basso Company for $1,250,000. in shares of the St. 
Mauriee; is that right °? Ae Correct, 

ie Then, the St. Maurice Company issued 
$1,500,000. in bonds ? A. Yes. 

Qe Then, those bonds were sold, ani I want to 
read to you just a sentence or two from the evidence 
at page 903 where at line sixteen my friend is examinik 
Mr, Whitehead. It is 1195, I am sorry. - 

"Q. Just a moment, with the bonds on the St. 

Maurice Company you have a 50% bonus of Wabasso 

‘stock ? A. Yess 

"Q. So that the purchasers of St.Maurice bondl 

got -- A. 50% -- . 

"Q. For every thousand dollars they got $500 


‘par value of Wabasso stoek ? A. Yes." 
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Now, you have from your statement eliminated the en- 
tire $1,250,000. issued of Wabasso shares as having 
been issued for no consideration whatsoever » and I am 
asking you under those Circumstances --A, With the 


exeeption of $125,000. 


ve With the exeeption of $125 ,000., yes, you are 
Quite right. I am asking you undeythose circumstance 


if for every thousand dollars that the purchasers of 


these bonds and stock put up they got $1,000 in bonds 


Ap and $500, in stock, if it would not be proper and fair| 
to apportion part of thet purchase price to the shares ? 
As No, I don't think so. 
THE COMMISSIONER: How much would you apportion? 
- MR. KELLOCK: You would have -« 


THE COMMISSTONER: Unless you ean tell us that 


|| it ispretty hard. 
MR. KELLOCK: My lord, for every thousand dollars 
| paid the purchaser got $1,500. par value, one thousand 


| in bonds and five hundred in stock. One-third, 


20 
| therefore would be the value of the stock, 
THE WITNESS: No, no, that would not have any- 
| thing to do with it at all, 
@» How would you do it ? © A. The common 
25 stock gave the bondholders an interest in the earnings. 
it hed not value at thet time at all, | 
MRLMeRUER: The company got nothing for it. 
THY WITNESS: I am telling you that is the reason 
why I say I am treating it this way. At the time they | 
30 


got the bonus stock the stock had no value whatever, 


BY MR. KELLOCK; Q. It isn't a Guestion of the 
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| value ofits: it is a question of whet was paid for 


| it? AS. They didn't pay anything, 

we The evidence shows $1,000. 7? A, the evidene 
shows $1,000. was paid for the bonds and they got the 
| stock as a bonus. 


THE COMMISSIONER: -That was made clear by Mr, 

Whitehead; It is true he said he had to give. the 

_ stock a8 a bonus to get them to buy the bonds, but the 

money they gave though wes for thebonds, and the stock 

10 Was an inducement. I ask you again, you say there 
should be a value fut there; what value ? 

| MR. KELLOCK; I would say, my lord, 91,000. was 

| paid for sceurities of a par value of $1,500., $500. 

| of which was stock. 


ie. 15 
THE . G Sih 


ISSIONER;: But the par value of the bonds 
is one thing and the par value of stock is another 
thing. | 

MR.MCRUER: The ¢apital structure of the econ- 
e pany shows nothing was given for the stock.. 
‘i THE COMMISSIONER: The bonds constitute a debt. 
The stock may be worth something. and it may be worth 


nothing. 


MR. KELLOCK: Surely we are not justified, my 
25 lord, in just cavalierly wiping out every doilar of 
consideration for the stock... 


“THE COMMISSIONER: What would you do ?. What 
value would you put on that ? A man buys these 
bonds which mave a certain Viue and bear a certain rat 
30 of interest. He pays the amount and you give him ten o 


fifteen or twenty shares to induce him to buy the bon 
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what value would you put on the stock, I am asking y 


MR. KELLOCK: I would put One-third, 


THES COMMISSIONER: Back in those days ? 


WR. KELLOCK; Yes, 


THE COMMISSIONER; You are taking now 


» you know, 
whet the stock has sarned. 


i say if you were back i 


‘those. days how eoula you put one-thini on the stoek 


alone? . 


liR namectiaed What your lordship says to me very 


fairly is that the bonds were a secured debt 


stock was 


10 and the 


& secondary consideration, T May be high - 


THB. COUMISSIONER; © As Mr, Whi tehead said the stobk 


Was an inducement to the public to buy the bonds; tha: 
is all. 


15 


MR. KELLOCK: Surely it hed some vakue ? 


THE COMMISSIONER; 1+ 6ave then a chanee in the 


earnings of the colipany if the eonpany pata dividends 


if the company did not the stoek was no sc00d. I woul 


be ata great loss to say what value should have been 


20 


put in that year, at that time, on that stock, and I 


don’t see how the Witness can do it. 


MR. KELLOOK: I Would be content with this, that 


surely some value must be put on it and not every 


2 dollar wiped out, 


. THE COMM ISS LONER ; Because, as the witness said, 


1%. 1% had not been for it they would not have sold the 


bonds, at least, Would have haa difficulty in selling 
the bonds, 


MR. KELLOCK: 
On ite - 


30 Therefore, we must put some Value 


ra 
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THE COMMISSIONER: I don't know how you can eal- 


culate it to-day. 
‘MR, KELLOCK: The witness has gone to the other 
extreme and wiped it out. 


5 MR.MCRUER; There isn't a cent shown on the com- 


pany's books as having been received for this stock, 

They did receive money for the bonds and they redeemed 

iis the bonds at $105, 

THE COMMISSIONER: I thought you said at $110, 

10 7 MR.MeRUER:.. StpMaurice is $105. and Wabasso is 
$110,., That isa cash transaction that took place with 
this company and the rest was built on bonus and hope, 
and the hope was fulfililea.. 

MR. KELLOCK: Now, I am satisfied with this, my 
ng lord, that there must be sore value put behind them, 
and not wipe them out entirely. 
MR+ MeRUER; Not for the purpose of this inquiry. 
MR. MELLOCK: I don't understand what th differen 


is between this inquiry and any other matter of acecoun 


ing. 


20 


MR.McRUER: Well, you will find out before we are 

through. It isn't a question of accounting at all. 

» BY MRe KELLOCK: Q. Now, lir. Howson, on this 
25 short statement you have that is headed "Capitalizatio 
and Operating results", a little below the centre of 
the page you have "Combined net revemie for ten years 
and ten months to May 2nd, 1936". You have said there 

Was a change; now, <= 


30 THE COMMISSIONER: Pardon me a moment, what have 


we got ? 
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vo MR. KELLOCK: Your lordship sees on the small 


page, a little below the centre, "Combined Net Revenue 
for 10 years and 10 months to May 2nd, 1936"; that is 
the end of the Company's fiseal year, is it, May 2na? 

5 Ae Yes, it was changed to that, I believe, this last 
year. 

we Do you know what it was before that ? A.Prio 
to that it was Jyne 30th, 

.« There is a figure there of $3,973,000. which 

10 || you call Combined net revenue and right below that 
you see you have not even taken out bank interest or 
interest on bonds, That is not really a net revenue 
figure at all under these circumstances, is it ? 

A, It-all depends on what you mean by combined net 

- revenue, 

Qe What do you mean by net revenue ? A, Itis 
quite clear what thet means, It is the net reveme 
subject to those deductions. If those deductions were 
not there there mught be some reason for criticizing 

r the terminology. 

Qe As I understand you if we keep on reading down 
we see it really isn't a net figure at all because 
there are these charges to come out ® 

5 THE COMMISSICNER: It is very far from it, 

THE WITNESS; It is net revenue from trading. 

BY MR. KELLOCK: Qe It is not a revenue fi cure 
at all ? A. It is the net reventie from the trading 
profits.: 

30 we What I am afraid of is if your description is 


read into the record as “combined net revenue" and we 
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haven't got the rest of the statement -- 
Ae The statement has already been filed so there is no 
danger of that, 
MR. MeRUER; Are you afraid we won't read the 
5 rest of it? 
BY WR. KELLOCK: 9. You have there for tem years 
and ten months, you have that broken period in there, 
You rewember when you were dealing with Associated 
Textiles you did not inelude at all the broken period 
ty in connection with that Shai edd” 9358 the first of 
February till the S3lst of July. Why do you include 
the broken period when you are dealing with this ecom= 
pany? A. We ineluded the broken 
period in the total revenue in the Associated Textiles 
¥ We cid net include the broken period in the comparati 
statement, That wes the only thing, because it was 
a broken period and the other years were full years 
of operetions, end it wos the original year when the 
operations were not in actual operation, so to speak. 
: “4. Gh-yes, it was in actual operation ? 
A. They did $167,000. worth of business in that short 
period, and in the following year they did over a 
million dollars4 worth of business. That was the 
5 organization period. It is not « eomparative period 
with the operating veriods which follow. 
G. Don*t you think 2167,000. worth of busi-~ 
ness is worth considering when you are making up 
a statement 7 They head a loss in that period of 
30 $79,000.77 “A. $40,000, 
* Q@. A trading loss of $40,000. -? © A. The other 


was not a loss at all, it was an expenditure. 
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discount, I presume then that is a charge against the 


ge It reduced the capital in thet year =-- 

MR. MeRUER: It didn't because there was $60,000, 
bonus whieh they got from the citizens to cover it. 
| MR, KELLOCK; If we are going to use bonus as | 
Capital surely we. must be «consistent. 

tHE wlTNeSS: .There was no reagon at all for 
leaving out that particular period, no deliberate 
reason for Leaving it out, if that is what is worrying 
you. 

“ve Now, at the bottom ofthe page there you have 
two items which my friend called attention to; it is 
under the heading of Unused Reserves and the first is 
for Inventories and cash discount $365,500. The other 
is for investments $555,839.74. Cash discounts are a 
very real liability, are they not @ A. Not necessari}y. 

w- Not necessarily ? Aue NOs 

ve You mean they will not be experienced ? A.They 
may not be and furthermore it is a financial transac- 
tion in the following Years 

&. Why do you say it is in the following year ? 


A, If the customer pays his money and takes his cash 


following years, a deduction from the outstanding as- 
sets. 

&-» If you have taken your inventory in in the 
year We are dealing with on a certain basis -- A. It 
hes nothing to fo with the inventory. Cash discounts 
have nothing to do with the inventory. 

&- It has to do with receivables ? A, Yes. 


Q. If the receivables are taken-in on a certain 
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basis and the cash discount is experienced in the 


following year is that not a real liability ? 4. No 


itis not. ‘The customer is liable for the amount out 


Standing. He may take the cash discount. 


ES AE POY likely he will > A. It 4s not 


necessarily likely at all. 


Q- The reason for setting up & reserve for cash 


discounts is on account of the company's eitperience 


with the customers, is it not ? Ae I don't 


know, This is the first time I have ever seen a re- 


Serve for cash discounts set up, a8 a matter of fact, 


Ae Yes. 


ory oye you add it back to profits ? A. We haven{t 


added it back to 


the operating profits. 
it 


x. What is the idea of Setting/up here at the 


foot of this page ? Ae To show that there ar 


these reserves Outstanding which if used are there for 


the benefit of the shareholders, 


Qe It would 
profits with the 
saying you have, 
to add them back 


available ? 


not be proper to add them back to 
information available 9 I am not 

but I am saying it would not be proper 
to profits with the information 


Ae What information? 


Ye The information we have to-day, 


THE COMMISSIONER: What information do you mean ? 


MR - KELLOCK; 
THE COMMISSI 
the witness ? 
MR. KELLOCK: 
THE WITNESS; 


Well, thet is, my lori, that thig ~~ 


ONER: What you are getting now fran 


The information the witness has. 


I haven't any information, 
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ahd - CANADA : 12 5 51 , How so n 
THE COMMISSTONER He only tells you it is there 


in case customers may take advantage of their cash 


di scount privileges in the following year; that is wha 


you say ? dee Yes, it is an appropriation of pro- 
; fits that has been sah aside. 
Qe He Says it is the first time he has seen that 
done ?. A. Yes, for the cash discounts. 
ve Well, we are talking of that ? A. It is 
a combined reserve. 
id we I know, it is inventory snd cash discounts. You 


don't know how much is for the one and for the other ? 
A, No, I would think the cash discount reserve would 
be very small, 
MR, MeRUER: The total accounts redeivable at the 
15 jiend of 1935 amounted to $450,000. 
THE COMMISSIONER: So the cash discount on thet 
would not be very much. | 
MR.KELLOCK. Then, Mr. Howson, I am asking you -< 
we will remove from the discussion so much of it ag 
aN relates to cash Pilanlrittee, 
THE COMMISSIONER: The rest of it is to cover 
possible losses on the inventory. 
MR. KELLOCK: Yes. 


BY THE COMMISSIONER: &. Have other companies 


a set up these inventory reserves ? A, The inventory | 
reserve, some of them have, | | 

MR. KELLOCK: It is a common practice, Mr. Howson? | 

THs COMMISSIONER: We had one conpany last week | 

ay || that atan't. | | 


BY MR. KELLOCK: 4. Is it correct to say that 
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generally it is a common practice ?..+ A. It isn’t 


a common practice, 
> “a In. the case of the experience of this company 
it. was very hecessary for them to have an inventory 
5 reserve, wasn't.it ? 
MR.MGRUER: .They hed a funny experience, 
BY MR, KELLOCK:  .. Was -it not ? A. I don't 
know, 
we Look at the year 1929 on your Summary of oper- 
10 ations. The company show a loss there of $150,689.13; 
is.that right ? . Ae Yes. 
%e In arriving at thot figure did the company re- 


sort to any part of the reserve for inventory ? A, Th 


is in 1929? . 
i Ge er ?: Ae. $60,000, 
<» In other words, if they had not had an inven- 
tory reserve to fall back on the actual loss was 
$210,000. in that year ? Ae Yes, 
xe Will you look at 1952; the company had a loss 
ni that year of $631,000 .? A. Yes, 
Qe That is after transferring $250,000. from in- 
ventory reserve ? As  Yese 
Qe SO, apart from inventory reserve, the actual 
35 loss in the year was $881,000. Then, I am asking you 


if the experience of this company does not show that it 
is proper and necessary to have an inventory reserve 
Ae . From a financial standpoint tt is a good thing to 
have reserves of any kind, but from accounting prac- 

30 || tice, I mean, showing the profits fron year to year, 


the reserve is not a usual practice, — 
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Q. Well, I was not talking about usual practice 
at the moment, I was just asking -- A. Inventories 


ere taken -- in arriving at profit or loss for the 


period, inventories sre taken at cost or market, whi 
5 ever is the lower, That is the standard basis. If 
s the company has profits they want to set aside in a 
special reserve that is another matter . 
w+ Do you not say the experience of this compan 
showed it was a necessary and proper thing to do in view 
of its experience ? A. They probably should 
have set more aside for that year, 
THE COMMISSIONER: Was there any point in calli 
| this an inventory reserve? Apparently it was a re+ 


serve they used in later years to reduce losses. 


MR.KELLOCK: Yes, 
THE COMMISSIONER: Why was it called an inven- 
tory reserve? Why wasn't it just called a reserve ? 
What has it got to do with the inventory ? 
BY MR. KELLOCK: @. ° You might explain that -~- 
THE COMMISSIONER: Can you explain it ? 
MR. KELLOCK: My idea, my lord, is that the los 
THS COMMISSIONER: I am not making any objectio 
to 1t as long as those concerned about it knew it wa 


5 there. As an inventory reserve I would understand i 


meant to meet losses on the depreeiation of your ine 
ventory, but here it is used to meet losses on their 
operations, 

MR. KELLOCK: Because, my lord -- 

THE COMMISSIONER: Not that I am finding fault 


with that at all. I say why was it called an inventdry 
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reserve ? 

MR. KELLOCK: I think the Witness has explained, 
my lord -= not this witness, but other witnesses hav 
explained in 1932 there was a very serious loss in in 

5 || ventory by reason of the drop in raw material. 
' MRMCRUER?) Heve they said that ?.. They said the 
was a drop im raw material but I do not recollect any 
of them swearing to the effect that the re was a loss i 
inventory except Mr, Whitehead said they lost on raw 
10 | cotton, As to the others they .said there was a drop 
but they did not say they Lost on inventory, Now, 
those are two different thingse 

THE COMMISSIONER: Ii don't.think he said they 

lost on inventory, He said there was a great drop in 
. the price of raw cotton, for instance, : 

MR.MCRUER: If ‘they buy against Sales, buy future 
against sales they are not going to lose on their in-~ 
ventory, © 

THE COMMISSIONER: Excepting they told us that 

” sometimes their buyers go.back on them and they made a 
loss on contracts, 

MR. KELLOCK: That is the uniform evidence as I 
recall it, where there is a drop in raw material then 
* the company itself suffers. 

THE COMMISSIONER: These losses are really on the 
contracts, but as to the eecurateness of calling this 
an inventory reserve, or.calling this loss a loss on 
inventory, that is the Question, However, it is a 

30 || matter of vocabulary, lesen 
BY MR.) KELLOCK») Q. : Mrs Hgnson, in 1932, when the 
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Company used 250,000. of this inventory reserve to 


reduce the loss. that exhausted the inventory reserve 


at that time >. : A. Yes, 
ss THE VOMMISSIONER: Is there any question about 
: whether this SO-called inventory reserve wag allowed | 


for taxing purposes, whether it was put aside and not 
taxed and go Qn. ?-. As I don't think so, ir. 
I don't KnOW, 
ve “8 for as you know it was made known ? 
10 | MR.MeRUER; Lt. does not seem to be shown on the 
| annuel statements. That is all that is worrying me a 
the menent ° 
THE COMMISSIONER: The annual Statement does not 
show the inventory reserve ? 
15 _. MR MerRum; It shows a4 General reserve of 
$500,000; that is not it Poo Ae , Theat ig the publishda 
annual Statement, The eanpany'ts books do show an ines 


ventory reserve, 


THE COMMISSIONER - Why should the published annual 
20 


MR. MeRU ER: The inventories in 1928, Which igs 
before the deduction Mr, Kellock spoke about, are 
Stated to be "Inventories of Raw Cotton, Partly 
Manufactured and Manufactured Stock, Supplies, 

Chemicals, ete. $2,202,959.30", Now, there igs 
nothing 1 ais See in that Statement that indieates 

hat any deduction is made for Teserve, and then 
ws here isa nici in réspect to reserve which is 
inder the surplus account. [+t soys "Gdheral Reserve 
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$500,000.; Profit and Loss Account - Balance as 


por Statement attached $671,826.81", and then the 
profit and loss account shows "Net Profit $216,799.81" 
for the year but I see nothing to indicate in that year 
there is any reserve for inventory. In the year 1929 

BY MR. KELLOCK: @. Mr. Howson, as a matter of 
ordinary accounting practice would you show such a 
reserve as an inventory reserve in an annual state- 
ment ? A. In a complete annual statement always. 

&. You would ? A. Yes, 

MR. MeRUER: I doNtt see how you can have an 
honest statement otherwise. 

MR. KELLOCK: T am not arguing with you, mr, 
MeRuer, I am just examining the witness, 

THE COMMISSIONER: Pardon me, Mr. Kellock, is it 
not so much taken out of the year's profit and put 
aside in the reserve, and that is the reserve for the 
given year, 

“MR, KELLOCK: I¢ is built up over a period, 

THE COMMISSIONER - Yes, the reservewwas already 
there, but take each year, take for the given year 
that report concerns, you deduet so much out of your 7 
profits and put it into that reserve. Why should you 
not show that in your annual statement ? How can 
you avoid showing it ? 

BY MR. KELLOCK: Q. Isn't this the theory, Mr. 

. Howson, that the reserves which are general reserves, 
and which are not set up by the company for any par- 
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ticular purpose are shown, but reserves which are set 


up for particular purposes for which they ney be necd¢d, 


and experience has shown they have been needed, are no 
shown ? “A. ‘In @ complete annual statement all re 
serves should be shown, The practice hes grown up in 
publishing a statement to sunmarize everything down to 
the last dollar, down to the last Line, but in a conm-~ 
plete annual statement the reserves should be always 
shown as a deduction from the asset to whith they are 
applied. 

Bh Then, ‘you are did tinguishing “between & complet 
annual statement ani the condensed published statement 
from which my friend is reading ? ~ A. Yes. 

BY THE COMMISSIONER? “Qf° "Is the eléat?°"take 
this condensed statement which has been read, Should 
that, according to your experience and knowledge, shou 
that have set out thts inventory reserve ? A, Tt 
should indicate there is a reserve set up against ine. 
ventory, and it is being done to-day under the amend- 
‘ments to the Dominion Companies’ Act. 

BY UR. KELLOCK: @. Prior to that it was not donb 
‘A. It was not legelly required, 

Qe Ordinarly it was not done in a emdensed pu- 
blic statement ? . A. I would not say that. 

MR.MCRUER: My friend should refer to the state- 

‘ment. Take the statement of 1929 a8 to accounts’ re- 
‘ceivable. They show “Less Reserve for Bad and Doubtf 
Debts $702,707.81", which is perfectly plain, ‘and it 
suggests there is a reserve, As to inventory it show 


"Inventory of Raw Cotton, Partly Manufacturea and 
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|| Manufactured Stock, Supplies, Chemicals, ete. 
$2 ,048,493.06", and not. a word about less reserve. 

MRe KELLOCK: What year is. that ? 

MR.MecRUER: 1929. 

THE WITNESS: What does it say about the fixed 
|| assets ? 

Q. It has _"Property:= Real Estate, Buildings, 
Plant, Machinery, etc. $5,514,181.73", Ae... And th 
reserve for depreciation is shown on the statement. 

10 


w+ The reserve for depreciation is fully set out, 


the reserve for mortgage and collater&l Brust Bonds 


Sinking Fund is’ set out, 
THE COMMISSIONER: Is that wabasso ? 
MR.MCRUER: Yes, The reserve for Government 
iS Cisne te set out; every reserve that we have come 
across except this inventory reserve is specifically 
set out in the statement, except the one for Accounts 
| Receivable, and that says "less reserve", 
MR. KELLOCK: If my friend is thrugh I would like 
9 to ask the witness a question. Mr. Howson, when the 
| company used $60,000. from its inventory reserve in 
| 1929 was anything left in the inventory reserve ? | 
THE COMMISSIONER: What is that ? 
MR. KELLOCK; When the company used $60,000. from 
‘a its inventory reserve in 1929 was anything left in the 
inventory reserve ? Ae There was $25,000, 
left. ’ 
we That is all that was left ? Ae Yes. 
30 MR.MeRUER: It shows the same when there was 


$100,000. or $500,000. so there is nothing in that. 
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BY MR, KELLOCK: Q. Thot was all used up by 1952 


A, In the meantime it had been built up again to 


ES 


$250,000. by further appropriations, 
vs And all used up in 1932 -- by 1932 ? A. In 
5 1952 it was used up and then they started again. 
BY MR.MeRUPR: Q. How much is it up to How ? 
Ae It is up to $350,000. now. 


THE COMMISSIONER: Well, we will have a short 


recess. 
10 
-- The Commission adjourned for a short recess. 
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-~ On resuning. 
BY MR, KELLOCK: @, Mr, Howson, looking at 
the 1929 ennual report of thee Gupany, the déscrip- 
tion on the balance sheet des ling with inventory 
is as follows: 
"Inventory of rew cotton, pertly 
manufactured end menuf sctured stock, 
supplies, chemicals, cc. ," 

and then the amount follovs. There is nothing 

there as to the basis of taking inventory, is there? 

THE COMMISSIONER: Wheat year? 

ME. KELLOCK: 1929, 

BY MR. KELLOGK: Q. And eg you ndnted out, 
Mr. Howson, the Dominion Companies Act wes amended 
in 1934? 4. Yes, 

Q@. And that is the first time there was any 
requirement ag to deeling with the basis of inventory 
4. That was the reason the act was enuended, 

Q@» Quite go. What I em asking you is, was it 
Hot the common practice prior to 1934 end the 
emedment to the Act for public comenies simply 
to state their iny entory that wey, end no sey 
anything sbout inv entory reserve in their publi shed 
reports to shareholders? 4&. No, Ido not 
agree with thet at all. 

Qe. You do not think so? A. No. 

Q.- What do you Sey wes the common practice? 
4. I wold sey if they hed an inventory reserve, 
in other words they take their inventories on the 
usual basis, merket or cost, whichever ux was the lower, 


which is the usguel basis or taking inventories, and 


*- 
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‘if they hed a profit beyond ‘thet, a réserve out 
of profits, I think they should heave show the 
reserve. as = ep proprie ‘Yai ot profits or esa de- 
duetion fran the inventory, 

Q. I am not esiing you whet they should 
have show, but what was the common practice prior 
to 1984, ? 4, I em seying that thet would 
‘be the common practice, 

BY THE COM ISSIONER: Q. Wes thet the ¢omnon 
vrectice in conmpenies? It is not what you 
think it ought to hhyé been, but the point is what 
were the companies doing. » A, Ms fer as my 


experience is eonecerned, the inventory reserve 


“would be shown. 


BY MR. KELLOCK: “Q. Not "woulda be". What 
wes the cammon practice pricr to 1934? 
&. Ioem telling you es fer es 7 am eoneerned the 


comnon prectice., The canmon practice was -- [I 


will put it thet way -< to show the inventory 


reserve if there was en inventory reserve sét aside 
Out of profits and the inven tory wes teken on the 
besis thet I heave mentioned, 

@. You sey that was the eoumon practice? 
&, As fer es I know, 

Q. As fer es your experience foes? A. Yes. 

MR. McRUER: I would like my friend to put a 
responsible suditor inthe box to tell us it was 
not the common practice, 

BY MR. KELLOCKS®< Q@; Would you say thet wes 


the common practic e whether or not the Company's 


“experience showed that the reserve might well te 
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Howson 
heeded for the purpose for which it wes here set 
UDde , 
o THE C GiISSToNE: Just a minute, Whet do you 
gay? 


MR. KELLOCK: : x om esking if thet wes the 


common prec tice regerdless of whether or not the 
company's experience Showed thet the reserve might 
well be required for the purpe e, 

THE WITNESS: > I think I tola you e few moments 
ego that it was not the common Draectice to get up 


reserves for inventories. 
THE COMMISSIONER: 


If yo cell it an inventory 
Peserves, 


the only purpose for whieh it wowla’ pe 


used would be to meet losses on inventory, 


MR. KELLOCK: » Yes, my Lora, 


THE COMMISSIONER: Not losses in Ope retion, 


MR. KELLOCK: Not losses in Operetion, but 
losses for the yeer, 


THE COMMISSIONER: And whet ym ere esking now 


is whether it would be proper not to show what the 
practice wag. 


MR. KELLOCK: J em just askine whet wes the 


CONmOn prectice, what the practice was Prior to 
1934, 


BY MR. KELLOCK: Q@ If you sey, My, Howson, 


thet the ¢@ omion pree tice was to di scl ose it, then 
whe t brought ebout the ene niment ? 


MR. MeRUER; Because gome people were not 


following the common practice, 
MR. KELLOCK: 
because 


I guess, 
I want the wi tress to en swer, 


I underst ood thet that wes whet brought 
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about the amendment, 

THE WITNESS: - Because there were certein com- 
Penies not showing these things in accordance with 
the common prectice. 

5 » BY MR. KELLOCK: Qe Which public ccumnies? 

A. We heve had sane evidence to that effect here, 

o®ev I em not Speaking of the evidence but 
entirely of your experience but entirely of yar 
experience and your knowledge, 4. Yes, there 

Were some companies thet were not Cisslosing these 
2 things, 

&» The other. reserve which ig on this stetement 
of yours, Reserve for iny es tment s, do you know the 
teeson for thet reserve? 4.. I presume -- 

@. . Not. what you presume, Do you Know? 

A... 4n. investment reserve. is set up --« 

Q... Do you mow why it wes set up in this company ‘ 
A. To take care of any loss they would suffer from 
their investments. 

Re» Do you know if they. did suffer losses from 

20 their investments? 4. They cherged off, I 
think, certein items to investment reserve, 

Q- Then they did suffer losses in their in- 
vestments? 

THE. COMMISSIONER: Perdon me. Was this amount 

2 for investment reserve teken out of the annual 
profits too? 

THE WLITNESS:.. It Wes en appropriation of profits, 
yes, 

» BY. MR, KELLOCK: Q. Profits, of course, is the 
Only souree from which a GOM@peny can set aside a ren 
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12564 Howson 
or inves tment? A.” OF Course, © 

THE COMMISSIONER: “They have revenue from 
their investments, 

‘THE WITNESS= Revenue from their inves tnents 
would be part of. the profits, 

BY MR. KELLOCK: Qe I an” dealing with this 
company, Firstly, did the compeny suffer s loss, 

& sirinkage in its inves tien ts, in setual realized 
loss? -#@, They made cherges against req 
Serve. I have not anslyzed the company's sts tement 
to know whether they actue lly disposed of the ge= 
curities snd realized a loss or whe ther they were 
providing ageinst the logs in the ghrinkage of 
Merket valwes, but they did cherge sesinst inves t- 
ment reserve certain itens et different times to 
cover logses, whether reali zed or not realized 
IT am not sure, 

Q. And is it not proper for «4 compeny to get 
up ean investment. Teserve st least to the di ffe rence 
between the merket velue am the ¢ost to take cere 
Of @ shrinkere in inves tnent s? . A, They can 
either set up a reserve or write or? 

“@. #11 right. Now in connection with thig 
compeny they did eaequire the cepitel stock of the 
Shawinigan Cotton Company, did they not? A, Yes, 

Q. And as T° recall the evidem e they first 
esquired 75 per gent of the stock ih 1916, end in 1930 
they had it prectically e121 except e few shares? 

A. Yes, the company wes finsliy merged with the 
Webaggo Company, 
| 8. That is not guite’en eccurete way to put it, 
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12565 Howson 
MR. MeRUER: It is en accurate way to put it. 
That is the way they told ug, 

| THE WITKESS; It is incorporated in these 
figures, The Shewinigea figures ere incozporated 
in these ficureg, 

BY MR. KELLOCK; Q. <i amnot interested in 
thet for the moment. ‘The Shawinigan Company cerried 
on a cotton business, It wes more or less a sub- 
sidiery compe ny? A. It was an associsted 
colipeny or en effilisted ¢ Mipany through stock owner-~ 
ship. | 

G.. There wes es loss in connection with thet 
compeny? As Yes. 

Q. Age metter. of fact the cépitel of the 
COipeny wes written down by 1920 99 per cent, That 
is what the evideme shows, Mr, Howson, and I. was 
wondering why under those ¢circuss tences you ¢on= 
solideted the S+. Meurice Company with the Wabasso 
Cotton Company in your stetement, but you did not 
consolidate the Shawinigan Company? &. I would 


. Sey they were entirely two different situstions, 


The St. Meurice ena the Wabasso Compenies were fron 
e preeticel stendpoint one company. 

G- What de you mean by that? 

Mi. MgRUER:. Probably my friena does not know 
the cireums tances, 

MR, KELLOCK: -I have reed the evideee, and I 
went the witness to answer, 

MR. MeRUER: All right. You seem to be efreid 
of getting the actuel fects, 

THE. WlTHESSs Tae only reason the St. Meurice 


Valley Company wag Orgenized was for the purpose of 
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| 12566 "Howson 

reising funds to enlarge the We bess 0 ‘Plant. 

MR, KELLOCK: To puild & second pleut. 

THE WL'INESS: eee ee Wiebe sso plant. 

MR. KELLOGK: 1 The evidence wes to puild ® secon 
plent, | | } 2 

MR, MgRUER: No, ipisen the 4 ‘does not sey that. 
You Gan drew @ line through the property, they ere 
under one roof, the two properties, end the evideme 
was thet they kept them seperate go ag to issue a 


wapere:¥e bond issue, They made it another ¢ onpa ny 


with a seperate bond issue, 


Mine KELLOCK: May I in reply tw my hon, friend's 
chel lenge refer to the evidence of My Whiteheaa at 
page 1190 of the evidence, He is asked by my friend 
et line 27; | 
yi "Q. (By Mr, lic Ruer ) ; Yes, rea You were 

dealing with the bonus question, I think itis 

pay mentioned, We will clear thet ap. We 
wanted to build the second Section, We were 
pipe t 6) buila another mill end é iscussi ne 

| thet emons gt ourselves, the Boerd of Directors, 

we found the t the only wey we ¢m@ild do that 

wes to issue a secand morterge bond, We wanted 
to issue mor e bonds en the secmd mortgage bond 
was not go seleeble SO we decided we would form 
the S¢. Maurice Velley Cotto Mills end issue 
heads of the Ste Maurice vosiay Cotton Mills 

| Company," 

ae COMMISSIONER: Thet is right, 

MR. KELLOOK : It wes to build a sesond mill, 


was it not, Mr. Howson ? 
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12567 Howson 

THE COMMISSIONER: A mill under the one roof, 

BY MR. KELLOCK: @. I em esking you, Mr. 
Howson, why you consolidated the St. Memrice Company 
with the Webasso, and why yOu do not consolidate the 
Shawinigen Company. Wes it merely because of the 
geographical distance between the two plents? 
A. Not et ell, | 

Q, Whet was it? 4. The St. Maurice 
Compeny wes not an Operating company at all. All 

the operetions in the two mills were cerried on 

by the Wabasgo Company. It weg more or less of a 
fiction as far ag the St. Maurice was concerned. You 
sould not get a true picture of Wasao operations 
without consolidating these two canpanies, 

Mi THE CUMISSIONER: “*@. “TY Go not remubee < 
Were there different payrolls, for instence? 
A. There were no operations » Sir, in the St. Meurice 
Company at all. They just rented the Plant to 
Wabesso Company ets certain figure, and out of that 
revenue they paid their bond interest and so on, and 
we heave incorporeted what wes left out of it in here, 

BY MR. KELLOOK: Q. You did consolidate 
Grout's Limited and Valleyfield, where there was no 
such unity of Operation, ani where Grout's Limitea 
Owned only about 7 per cent of the Valley field 
Compeny,. Why would you Consolidate these two ean- 
penies, and not do it in the ease of the Sha winigen? 
4. Ido not know that there was eny partic uler 
reason, | 7 | 

Q- No particuler reason? 

MER. MgRUER: Shewinigen was 2 y@In company, to 
begin with, | a 
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MR. KELLOCK: My friend might be able te 
suggest same reason but I wes asking the witness, 

MR. MoRUER: T will give yo thet ag e reas on. 
I om calling Mr. Howson, to submit this evidence. 
If you do not went the reagan, 11 right, but 
there is no use toss ing foolish things up in the 
eir just to make e smoke screen. 

MR. KELLOCK: I do not know that I em ex- 
olusively engeged in tossing foolish things up in 
10 the eir. I think we have hed some of that from you 

However, I em deal ing with the evidence. 
MR. MoRUER: There may be some competition — 
but you heve a pretty good monopoly of it 
| BY MR. KELLOCK: Q. There ere om or two 
15 ot her things [I went to esk you, Mr. Howson. T 
went tn gene to this statement of yours in 
Exhibit 917, headed"Summery of Operations", 
Can you give me the make-up of the very first 
figure on he pege, $4,912,409.57 ? A. LY ie 
quite a little 8 eleuletion to werk the t out et the 
mi mément, | . 

Q. Gan you tell me generelly how you arrive 
at thet figure? & It is the same basis 
&3 the preceding items. We take the assets and 
deduct the liabilities, | 
25 ‘@, Take oll the assetat ” "f° Ep aiget 

essets end a edue t the lisbili ties, 
y All the liabilities? A, Yes 
Q. And the result is this figure? A. Yes, 
a. You might let me heve thet memorandum of 
30 how it is made up at the recess. A, I will let 


you hs ve it. 
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THE COMMISSLONURS Let me heve a copy too, 
THE WITNESS: Yes, 


z 
z 
. 


BY MR. KELLOCK: Q. On thet seme pege, Mr, 
Howson, you have about the centre an item, 
5 "Revenue from Outside investments," $61,015.48, 
4. dust before you g0 on to thet)’ I was & Oins to 


point out that there is m eérror in this stetement 
of 1928, fhe Capital ig ineorr eet, 
BY THE C QMMISSIONER: Q. You meen the top 


figure of $5,000,000 oda, A. Yes, I went 
» to adjust the statement, 

@- You appear to heve repeated the preceding 
figure, A. Yes, we will file on edjusted 
figure, 

BY MR. KELLOCK: Q. Does that error affect 

15 


your figures lower dom ? A. It will affect 
the figures for that yeer, 

QI see, All right, you cen fix thet up. 
You see the figure to wich I drew your attention 
& mom@t ago, revenue from outside investments, 1926, 
20 961,013,48. No» when you look over the pege -- 

TRE C QUMIssr oNER: Are you back to the short 
pege now? 

MR. KELLOCK: No, it is the next following pege. 
There is no description et the head of it, 

THs -C OMMISSIONER: That is the two compa nies? 

MR. KELLOCK: ‘Yes 


25 


BY MR. KELLOM - Q@. You heve there, Mr. Howson, 


en item, Sundry Revenues end interest on fnvestments, 


$104,370.63 for 1926 ? A. Yes. 


@. » What is the difference between tht and the 
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12570 Howson 
preceding figure of $61,000 odd thet I referred to? 
; . BY .THE C QiMIS SIONER: @. In the one case you 
sey "Outside Investments". . A. JI think thet will 
show up in the reconciliation thet I will give you 
because there is an item of $799,000 of bonds of 
“te Meurice thet the Weatgso Compeny were holding, 
Thet revenue hed to be adjusted, 

BY MR, KELLOK: 4, Whet de you mean by 
tha t? . A. .1In the capitel. It had to be 
teken into account in desing with the capitel invest- 
ment in the business when the two compenies were 
emdgemated,. 

Q. Wheat two compenies? A. St. Meurice 
end Wabasso, 

G. When were they emalecnated? A. In this 
Statement, in the figures here, 

Q- Heve you not emelgamated them throughout? 
Your headings would eappesr to indicate that? 

Ae Yes, but in desing with the capita investment 
we had to take thet into aecant, In dealing with 
the seles it wes not perticilerly necessary, 

@. Then would you give me the particulers 
of that? &. Yes, we will give you the 
particulers, 

Q. Looking egsin at this stat emen t, * Ametoahe 
of Spiewak’ tan do you see a v. planed of $189,007,50 
for interest on bonds for 1926? A. Yes 

THE COMMISSONER: Where is thet? | 

MR, KELLOCK: It is about the e entre of the 
pege, my lord. It is the w de sheet headed 
"Summary of operations". 


THE WIMNESS: Theat is effected by the same ite 
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2 571 Hows on 

MR. KELLOCK:Q.And on the next sheet you 
show interest on bonds $232,364.65 for 1926. You 
sey it is effected by the same item? A. Yes 

Q@. Generaliy spercing, whet do you mean, whet 
is the difference? 4. The comeny holds it 
Own bonds, 

Q. Which compe y? A. When you teke 
the two canpanies together as we heave done here, 
one compmy held $799,000 of bonds of the other 
company, sO we elimineted thet fran the outstanding 
bond issue in dealing with the cepitel investment. 

@. I see. It gives you rather an artificial 
result, &. No, it would give you an arti- 
ficial result if you took it the other wy. You 
would be showing an investment hich really the 
cOlipeny wes carrying itself, 

®e All right. ‘Then again on this wide sheet, 
headed "“Summery of Operations", e little above the 
centre of the page, under the heading "Revenues" 
you have revenue from operations $570,648,71 for 
1926, and that figure is before bank interest and 
interest,on bonds, is it not? A. Yes, it is 
the Ret profit om the sales, 

Q. And down et the foot of the pese you heave 
"Net Operating Profit" $570,648.71, and you heve 


not taken off the bank interest or interest on 


bond s? A, No, thatis right. 

@. Should not you heve done go? A. Not 
here. 

Q. Why not? A. thet is the net trading 
profit, 
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@, Is not benk interest x» che reve on trading 


_ ererit? A, Not eny more then bona interes t, 


Le ises “sese of ‘borrorea mOney » 


% “In ree@ing thet Tigure at the Poot of the 


Page We Would-s lwave hove to beer in mind thet the 


CMmpeaiy still hed te pey’ ite ‘innk inter est ana its 


interest of ite bonds? Me. Yes, thet ig 


elearly showm on’ the preceding stetenent, 


S- You wald herve to S20 up to the middle of 


the page tO see that it was before benk Interest 


and interest an bonds em ineome tax? 


WR. MeRUER? It Seys net’ operat ine vr ofIt, 


Ths WETESSr It would elarity t¢ dr you said, 


"Net Operetine profit on “eles,” 


THN COMISSTONERE “Wh ete," tér thé 3870000 6a? 


THe Witiess: Yes, st the bottom or the pe re, 


MA MgRU Re re Will write in fhe words, “on 


Saies, " 


MR. KELLOCK: °&t “the foo tof the page, "Net 


Operetine Profit on Seles?" 


TH? WITNESS: Yes, 


BY “Nn GOMMISsI OMLHs Q. On the next Pp ere 


your figure is the same, and you have it "Net 


frofrit-on Seles, oe Yes, sir. We were 


& little rashed toweras thr end , 
a hurry, 


getting this out dn 


BY MK, REBLOCK: Q)'  Xna your lenpuspe {4 not 


ep eceuret®’ as you would like it to be? A, 3% 


we had hae e' Littl e mor 6 time, 
We he@ tO 264. this otesr 


might heve been if 


epidly es we could, 


MR? MexkUMR:. “Phe figures are ‘asec urate, 


“ME. -KELLOOK: They ere” secure +6 if’we know ‘what 
they mem, s 
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12373 ‘ow ckiow gon 
et p WPM, Sa.0GK: Qs. tow heave bee ngoed 
fenouag, Mr. Howeos , to. prepare ‘some _Tiguree ine, 
SM™ee¢tion with this comeny, end the net profits 


salem) from 1926 -to L’S@-in elciv.e yo. d.ow-as 


5 1,614, 046054, ine Cae $sx paid inthe seme pericd -- 


THE COMMISSIONER: Is thet pert of the figure 


we herve, just been discusdag? « . 
ERE WLEVESI po Fes» 0+ 
Ths COMMISSI GMERr. It awounts to == 
MA. KELLOCK: iopl, 614, 046,54, income tex paid 
19 in the seme ip gricd, Dominion ine ane tem, 944,814,79, 
Mill wages and gelaries in the game period... 
TA COM ISSLONER: -.Whet de YOU Miesn by sal aries? 
ow high de, you go?» 
» RR» KRLLOGKs : Office salaries-end. gelling exenie. 
15 th) it ERSSS iy No; these are justmill Sake ries. 
Mie, KELLOCK: . Quite right. The t. figure is 
#1, 226,620, and in ‘the: noricd. 1933.t0 2.955, the 
het profit onmgnles =~... 
aii CGIMISSIONER: You step at 1935, You do 
20 10t teke in the; ten months ..of . 1936. ; 
Bie AELLOCKs _ No, they are not. civea here, my 
40rd... 
daly GY OMMIS SL ON ts.) They. are. given here,. 
ei. gi bOC K:. . dn... Howgon the s snot inciaded then 
Ma SiS Gomputetion, $1,156 *096,51, Mr, Howson's 
i figurevia belore benk dintere st and bond int @eat, 
and, this =— 


~ MBE PITRESS: . Xes,..they ere. the, net profits 
on the-sales, ..» Pe Sie 
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? Reb dt up thet wey for me, J.want,to,..know _ the 


oe wo. ~SyeSt 
. boon sead avad sol. ,P; 219010, AM Ye 
a} Setrait amos Ol agetg.o8 , 10 awoll ti . wane 


- oe = 


ao at fotq tem off has ,yregneo abd dilw aolsceamo 
ee work soy eviauioaf OS€i o¢ OS0L moti. seize 
ie fo Itag ana edt oi Bisq xed oopond . 88,880,318, 1¢ 
| etuglt eit So jueq gad? al . siMCl2e Too at, 
Ygakeuou lb aged dest oad ow 
, 7 . 9tet . 6000 Te, ant 
«- of gingom tI. :ewO TRG Io AT . 
Bieq xet ances ,#5.000,df0,15 sAPOLIMe AM 
OV,d18,. 559 .xef om cnt colaiee@ ,bolw¢ emsa ost al 
~- fholreq empe ad? at solasier Sas.asgew [fh 
. faeolm ise yd. asom sey.ob dedi... as MOLlesiMMp se Ter 
| | . $09 soy ob. dgid: wok 
cue aubitos foe getitaica eoltty 1HOOLLE «sii 
.e9 izaine iifm test oe geodi ,om :oGAWTia ga? 
si erigit ¢ afl, igh eding. -00ciaa .fu 
edt .€8@f of LS0L folwa oat aI baa ,083yaRS; 58 
, feed sar etd nelen- ne tions Jom 
ab ae ,@s0f te qote mol, :M1MQLTQGROD9 2 ono 
8ECL Yo edtnog.set edtoak eaet ton 
wu ,ored mvis tom sip yaad. ,ow . :B00LIGh .iM 
eae | PP -, » hod 
,,.9ted movlg ote yout .. ia 10 mapemo SEE, 
may pe byisal Jon ead nos ek wth. AGL 2a 
¥en uM. fT, 800,882,259 ,soRetsqo 2ld ol 
.iBemtai hiod bas taote tal dnad.9wied, al euglt 
‘ = eg apt 
as i014 tan dl ots see re sG2I4T In SHE .. 
iis: ae {eteey «* 2 6 , -eeiee ais mo 
BOB WO sh ,wOY A098 Lite To Bin. RODEN, iM ie 
| oft woud of toca I_,om rot gow tasitpqa tt den of 


Ps i 


?OBT. BRYDIE 


HARTERED STENOGRAPHIC 


CANADA 


> L2574 Howson 

net profits, not. the perticuler kind of net profits. 
i went the company's net profits as ageinst taxes 
and wages. | . 

THE CQWMISSION!R: ‘The net profits of the 
eanpany, not the net profits on sales, 

MR. KILLOGK: Yes, 

THe C OMISSION R: Then the whole thine is to 
be wiped out. You do not went the addition of 
these figures est the foot of the page? 

MR. KELLOCK: No. 

LiRs MeRUER: . Instead of heaving them put it in 
this wey, let ug have them put in « statement for 
each mill end show the ne t profits on sales and the 
net profit of the compeny, becesuge it is interestim 
for an to see howmch the wege earners get out of 
it, and how much the bankers and investors get out 
of it, 30 that we cen see whether protective tariffs 
ere for the benefit of were eamers or be nkers, 

MR, KELLOCK: I diseleim emy interest in the 
benkers. 

BY. MR. MeRUER: Q. Just eaword, Mr. Howson, 
in reference to the $75,000 thet was given as e 
bonus by the city of Three Rivers. You inel uded thet 
in your figure of cepitel invested in the ¢ ompany? 

A. Yes, it had been recived by the company by that 
time end had gone into its tune. 

BY THE COMMISSIONER: @. Dian't you sey that 
only a portion of it hea been received? A. Bat . 
it was Set up On the company's books ag en asset. 

BY MR. MéRUDR: Qs. So in Sates the figure of} 
percetiege of profit from operations or pereen tage of 


revenue from operations to actual investment, thet 
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would be eeleuleted on en investment with the 
inclusion of thet $75,000? Ae Yes. 

G So thet if we were looking st this for 
teriff purposes, thet is &iving the cOmpeny the 
benefit of €erning money on the money they got ag 
@ bonus fron the city of Three Rivers to start 
bus inesg? be Well, it 4g @iving thea 
the benefit of that cepitel, 

S» Well, I em not mite willine to concede 
the t we should heve s teriff.to protect G ompen i eg 
tO make sure that they eern a dividend on money 
that is given them ag a bonus to start up business 
with, but my. friend enc. I will argue thet leter. 

MR. AELLOCK; You ere mot suggesting that 
Three Rivers was peic the interest on the » onds? 

MR. McRUER: Your clients seem t contend 
the t they should have en serninge of so mich per 
cent per ennum on the bonds they got from Three 
Rivers. I would teke it out of this stetenent 
eltog ether, 

MR, KELLOCK: We are just goneerne 4 with having 
®h accurate statement, , 

MR. MeRUER: If they were eecurate they would 


teke it out eltogether, Mr, fowson hes been 


generous with yeu, 


BY MR. McRUER: @. In referenc e to this 
question of reserves, Mr, Howson, iow ¢en @ shere- 
holder who invests his money in a ¢omp eny end for 
whom the directors are trustees know wimt his she res 
ere worth unless the reserves ere sll shown in the 


balame sheet, A. He esn't know, 
@- He can’t know. Now take this be lame sheet 
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in the ennual report of 1988 for jWatmsso Cotton 
Comp a ¥Y, in respect to the inventory reserve for 
thet year before it Wes encroeched on in 192.9, 
The balance shee t reads | ag follows: 


Current Agsets:- 


“Cash on hand end in benk $42, 118,18 
Victory bonds, call loens, ete, $2 94,654.00 
Aceounts Preeeiveble, legs | 
reserve for bed aw doubtful 
PP Masdo thet, .. 433 ,575, 75 
Inventories of raw cotton, 

Partly me nufactured end 
ma nufeae tured Stoek, supplies, | 
Chemicals, ete, . . ce ¢ © » $2,202,959.30 | 
. Now how much was the inventory reserve in 1928? 
&. At the ena or 1928? 

@. S0th of June 1928, A, It was 
#85, 000, 

@. $85,000 ? Now if a shareholder looking 
at this ste tement Wes to get 9 Proper ap pred ation 
of the position Of the COlipm@ y you say that that 
S ould hove been shown under the hesding of re serves 
agains t inventory? . A Yes, | 

Q. Or aest not loss on inventory? A, Yes, 

Qs And thet the velue of the inventory on | 
the other side of the belence Sheet should have been 
increased by $85,000? © A, Yes 

Q. The ¢ ig, show it at eost Or market, end 
then if you wish to heve a reserve egeinst less on 
thet basis, Set up under lis bilities e« reserve for 

the emount thet you hold? 4. Yes, because 
the reserve is a reserve against future loss, 


@. You heve not inourred thet loss yet? 


Q@. You May never ineur it? : Ae §=Yes, 
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Q. You mey make a profit on it? A. Yes, 

Q- And if the ¢ anmpany wented to showe more 
favorable beleme sheet they might heve written up 
the reserves and been equally honest, I will say, 
es showing it in this wey ? if thy thought 
rew cotton wes going up they might have shown their 
inventory at a higher Silke e? A. I do not 
think they sonia do thet. 

Q. Whet right heve they got to speculate in 
their investments as to whether it ig going up 
or dom <= | 

MR, KELLOCK; They do not gmeculate, 

He WITNESS; The reserve is setup to provide 
egeinst future losses, and it should te shom 
es gich, 

BY MR. McRUER: Q. Yes, Then we come to the 


hext year, 1929, when, es my friend hes brought out 


from you, there was e trensfer from thet reserve of 


about, whet was it, $60,000 ? A. $60,000. 
Q. $60,000 that year. Now the annuel stete- 
ment sharg: | | 


"Profit for the year ended 30th June, 

1929, after deducting 211 manufacturing 

end othe cherges end exenses, but 

before providing for dep weistion, bond 
interest and sinking fund, ... $81,949.46 


Now that would be efter transferring thet $60,000 


from the reserve? | } By Yes. 
Q. Do you think if that hed not bem tramsferre 


from the reserve the profit would heave beam 
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Shown at $21,949.66. A. It-weuld have 
shown the difference, 

@. Yes. Then sgein the essets ere shom eas? 

"Accounts Receivable, less 

reserve for bed and doubtful 

gc, ES ae $702,707.61 

Inventory of raw cot ton, 

partly menufectured end 

Henufeactured stock, supplies, 

chemicals, etc., ... . « $8,048,493.06 
Now when 61d they start to tuild up the reserve 
agein? When wes there m eddition to it? 
& The next year. 

Q@.. 1960, How much did they add to the 
reserve in.19%0? A. _ $100,000. 

BY ThE C GiMISSIONER: Q.. Out of their wofits? 
A, Yes, 

Q, For that yeer? A. Yes, 

BY MR. MeRUER: Q@. The profit as sat out in 
the Profit and Loss account far 1930, as printed 
end sent to the shereholders, the profit for the 
yeer ended June 50, 1930, after deducting all menu- 
facturing and other cherges end expenses but before 
providim for deprecia tion, bond interest and 
Sinking fund -- 

THE COMMISSIONER: They do not sey inventory 
reserve, 

MR. McRUER: No, my lord, it is efter providing 
for depreciation, bond interest end sinking fund, 

THE COMMISSICNIR: How much? 

MR, McRUER: $415,817.93, 


THE COMMISSIONER; Thet should-heve been $500,000 
and something, 
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12579 Howgon 
BY MR. McRUER?*" Q2 I? thé reserve nea been 


teken et cst or mMerket, whichever is lower, and 


nothing had- been added to the invent ory reserve, 


it would “hevé been another $100, 000? A, Yes, 


Q. Unéer the heeding of Assets T find in 


the amnuel report for 1930 : 


"Invent ory, Of rew cotton, partly 


_ menufectured end menufactured Stock, 


Supplies, etc, > e e @ ° » ‘ 92,200, 053,53. 
not , ’ 
If the reserve he d/been teken out of thet, it 
would heve been how much more? 4. - $125, 000 


more on June 50, 


4nd now I want to see Wheat was said to the 


Shereholders in the Teport for that year: 


"The result of the year's Ope rations 
is fully set forth «. " 


fully set forth: 


ThE COMMISSIONER: Thet meens, four-fifths 


set forth, 


was? 


MR, WcRUER: It reads: 7 

"The result of the aati Ope retions 
is fully set forth in the sppended 
cons olidated Profit and Loss Agcount, from 
Which it will be observed that, efter me king 
provision for all cherges, ins luding bond 
interest end Sinking fund, ena mekine the usuel 
allowance for @eprecietion of property and plant, 
there is @ net lose of ~O2, 560.52," 


THE COMMISSIONER: Whe t yeer did you sey that 
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12580 Howson 
MR. MeRUER: - This is for 1930, It is the 


consolidated stetement. I+ ZOeS on: 


"This smount, together with the deficit 
of the Shewinigen Uotton Company, Limited, has b 
been deducted from Syrlus Account, leaving a 


balance to be carried forward of $383,214.00." 


Q@. Now if there had been no transfer to 


inventory reserve thet yeer, instead of the stete- 
ment showing there hed been a net loss it wold 
have shown e net profit of about $50,000 ? 

the difference between the loss and the $100,000. 


@- And they show e net loss of $52,360.52. 


The stetenent continues; 


"Notwithstanding the continued adverse 
conditions in the cotton tredé throughout the 
year, your Direetors are Pleased to report 
that, due to improved Manufacturing facilities 
end cereful mansgenent, your Companies have 
shown improved results over the previous yeer. 
Steady progress is being mede in the earnkier 
dising of your Compenies product, every effort 
being put forth to retein their merket eg einst 
foreign c anpetition," 


That was June 30, 1930, I will put forward s one 


further evidence later on, 


-- The Commission adjourned at 12.50 p.m, to 


resume at 2.15 p.m, 


pede en et 


(Pege 12581 follows) 
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MR. MeRUER: Q. I think we had just dealt with the 
year 1930, Mr, Howson, in reference to this inventory 


reserve in the year 19317. Ae $125,000. 


74, that in the Consolidated Profit and Loss Account, 

the profit for the year ended 27th June, 1931, after 

deducting @l1l "Manufacturing and other Charges and 

Expenses, but before providing for depreciation, 

10 
THE COMMISSIONER: Qe Now, does this mean, what we 

have just heard, that ceniiith pasate be $125,000 there? 


A. Yes, sir, 


15 QeMRe MeRUER;: 4nd the inventory is dealt with un 
the sen thie of $Assets" inventory of raw cotton, partl 
manufactured and manufactured Stock, Supplies, ete," 
$2,045,147 460. So that if the Inventory was taken 
| on the basis of cost or market that would be increased 
‘s by the $125,000? A. No, the balance would be 
increased by the $2Q, 000+ 

a That is, $125,000 that was transferred this year 
and previous? & And what was accumulated 
25 out ay to that. | | 
nero Pex depreciation, $2,812 ,189,14,% and genera 
reserve and thers is a contingent Liability set up 
a for bills receivable wh Ai ta civent - that would be the 


Same or part of the Bills Receivable? Ae No, that 


is just under a foot note, that reads Bills that have 


Qe i see fran the Annual Statement, part of Exhibit 


Bond Interest, Sinking Fund and Bond Discount $448,213.63. 


x 


Qe Now, there is also a statement under "Liabilitiep* 


eat 
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een ee 
been discounted wi th the Bank, Gontt appear in the 
Statement at all, It is contingent liability if 
the custemer does not--- 


Qe Does not come under this item - accounts 


receivable and amount reserved for bad and doubtful 
debts? Se No, it has been taken out of that, 
The Company has the money, it is under aiscount with 
the bank, 

a Q- The bills have not become due yet? A. No, 

q- Let us go to the year 1932. That has already 
been dealt -ith in a measure by my friend, In this 
year the inventory reserve was drawn on and some 
other reserves were drawi on? A, Yes, 

“4 | inventory was drawn on to the extent of $259,000 and 


| investment $28,954.79 and the fuvane tax reserve to 


the extent of $136,595.45, 

i+ The statement that iscontained in this Balance 
29 || Sheet reads&s foliows; in reference to Profit and Loss 
|| Account : *Profit for the year ended 2nd July, 1932, 
after deducting ali Manufacturing and other Charges 
||) and Exsenses, but before providing for depreciation, 
|| bond interest, sinkiag fund ané boul discount, and 
= }ineluding Reserve of $136,595 447 not reguired and 
| re-transferred.....” 
THE COMMISSIONER: "Not required and re-transfer- — 
||) rede” 
30 MR. McRUER: “Yes, $174,616.72, Now, where aia 


|| the $136,595.47 come fran? — A. -From a reserve 
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that had been set up in Previous years to meet inc ome 
aes | | 

THE COMMISSTONER: Not fran ae Satan tess Reserve 
A» No, this was a separate reserve, 

UR, MORVER: Qe But they dia Geen atu how much fr 
the corks Shin ieancret As 250,000. 

: &- But thet is not shown on this Statement as a 

transfer from the anes bere Reserve? Ae No. 

THE COMMISSIONER: How is it shown? 

MRe McRUER: It is not shown at axis This is how 
it reads; "Profit for the year ended znd of July, 


1952, after Sey ee all manufacturing and other 


charges and expenses, but before providing for 
depreciation, bond avi peAged Sinkine fund and bond 
discount, and including Reserve of $136,595.57 not 
neewar ce and re-transferred, $174, 616472." 


we Now, in looking at that statement, Mr. Howson, 


would one not eonclude that this Company had made a 
profit of $174,615972 with the exception of $136,595e47, 
which had been transferred from the old reserve? 
A. That is what the statement indicates, 

Qe But as a fact the Company had made ‘ loss of ho 
much when you take it all into cosideraticn, 

THE COMMISSIONER: You would have to add $250,000 
to $58,000. 

MR.. MCRUER: A little more than that because they 
drew on other reserves besides the Papann Fa 


THE WITNESS; They drew on the other reserves to tile 
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extent of $298,979, 
Qe That is including the Inventory reserve? .yes 
%» And you add $38,000 to that? A. $28,934.79 
Qe So that they were, instead of making a profit 
that year of about $58,000, as this statement would 
indicate, they had made a loss of between $250,000 


and $300,000? 4, They show a profit of how mu 
there? 
10 Qe About $38,000, 

THE COMMISSIONER: You subtract, come to about 
p58 000, You subtract from $174,000. No, rather t 
other way around, 
is THE WITNESS; wWhieh figure are you dealing with? 


MR. McRUER: Q. I am talking of vrofit from 


manufacturing? _ 4. The $250,000 would be the 
only thing that would be dealt with there, The $58 500 


would come in down here»: 


20 X- Yes, but on their manufacturing account this 


states that the pr of it after deducting all manufacturing 
charges? 4s Yes, should be the difference 
between $250,000 and $174,000, the loss -.— 
& Qs Well, at any rate --= 
THE COMMISSIONER: What was done on the footing of 
that report? 

MR. MeRUER: I don"t khows- 

THE COMMISSIONER: That sows a small profit there 
30 


What was done on the footing of it? For instance, 


was dividends paid? 
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MR,MeG@RUER: . Noe 
THE COMMISSIONER: You do not know if the taxes wete 


paid? 


MR» MeRUER: i don't know about that. There woul 
not-be any tax because there was a net loss, 
THE COMMISSIONER: On proper accounting there woul 
: : not be but you say they say there actual #profit. 
| MR« MecRUER: No, this is manufacturing profit. but 
10 they show 4 net loss later ons They deduct the 
depreciation, bond interest, sinking fund, 


THE COMMISSIONER: © All this is before these deduce 


tions? — 


MRe MeRUER: Yes, I am looking at it fram the 


point of the shareholder more for the moment who. mi ght 
read the statements, and any other person interested 
in the affairs of the coumtrye 
Q» Well then, their inventory is shown here at 

20 $1,500,000, about £6 $1,400,000 the previous years 
This, of course, would be under-stated by how much thi 
year, after they had drawn on the --- A. Well, 
it. would be eorrect that year because they had used 


up all their reserves, | 


25 
Qe They had used up all their reserves? A, Yes, 
Q. Well, we g0=--—— 
THE COMMISSIONER: 4. Would be correct, according 
to the basis --- Ae YeS, according to the basi 
30 


‘they were valuing it ats... That is, there would be no 


adjustment for reserve or anything. of that kind 
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affecting it. 
MR. MeRUER: 9. Then we go to the year 1933 now. 


What trausfer was there to inventory reserve that year 


A. $100,000, 
Qe Out of profits you mean? A. Yess 

Qe Now, the statement in regaraé to the operations 
of the Company that year are as follows: "Profit for 
the year ended lst of July, 1953, after deduting all 
manufacturing and other Charges and Expenses, ine ludin 
provisions for Income Tax, but before providing for 
Depreciation, bond Interest, Sinking Fund, and Bond 
Discount, $528 , 274433," and the depreciation on proper yi 
Bond Interest, Sinking Fund, Bond Discount, are deductdd 


and shows a net profit for the year of $21,443,24, 


| Now, if that transfer had not been made to the Invento y 


Reserve of course this then would have been $121,000? 
As Yes, $100,000. 

i+ Now, the net inventory is shown at a very 
low figure compared with the previou year of 4950, 76694. 


Of course, if that is brought up to ---" That should b 


Q. Then how much was transferred in the year 1934? 
A. $90,000. 

Q. Now, the Profit and Loss Account contains the 
statement,"Profit for the year ended- 30th June, 1934, 
after deducting all Manufacturing and other charges 
and Expenses, including provision for Income Tax, 


but before providing for Depreciation, Bond Interest, 
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Sinking Fund and Bond Discount, $752,874.60," and they 
added "Interest on “Investments,"and deduct depreciati » 
Bond Interest, Sinking Fund, Bond Discount and the Net 
Profit for the year $146,745.45, and that you say would 
be increased by $90,000 if the transfer to Inventory 
Reserve had not been made? A. Are you dealing 


with the balance sheet? 


Qe No, dealing with the Profit and Loss Account 

4 and the Balance Sheet Shows an inventory of $1,422,006¢42. 
Now, that would be inereased that year by how much? 
A, $190,000. 


Qe Then come to 1935, how much was transferred to 


Inventory? A. $50,000s 
a @» $50,000 you say transferred? A, Yes, 
we The profit is shown that year, $809,369.53. 
THE CCM fLSCLIONER: What profit? 
wR. MeRUER: That is manufacturing profite ‘The 
29 |jinterest on investments $62,711,499 and the depreciation 
On the plant at $392,400.00, and then we have Bond 
interest, Directors Fees, Reserve for Government Taxes, 
Sinking Fund, Bond Discount and the Net Profits for 
the year $147,629595,, and that should be. then. inc rease 
c by $50,000 0? " A. Y@&e 
w+ And for this year for the first time the state- 
ment in regard to inventory reads as follows: 
"Inventory of Raw Cotton, partly manufactured and 


$0 manufactured stock, Supplies, ete., as determined ard 


certified by the Management, and valued as to Raw Cotto ’ 
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at cost which is less than prevailing market prices, 


and as to merehendise and supplies at average cost or 
less, and not over replacement values, less Reservess" 

THE COMMISSIONER: What does that mean, "average 
cost or less" how much less? 

MR. McRUER: Does not say, my lord. On the 
reading of it it would rather indicate that the inventdry 
was still valued lower than cost or market less reservas. 
it reads this way, "as determined and certified by the 
Management, and valued as to Raw Cotton at cost, which 
is less than prevailing market prices, and as to 
merchandise and supplies at average cost or less, and 
not over replacement values, less reserves," 

THE COMMISSIONER What is the figure? 

MR. McRUER: $1,271,068 248.4 

THE COMMISSIONER: That is 1935? 

MR. WeRUER: Yes, 1955 statement, my lord, 

@ And, again, there is acthing in this Balance 
Sheet, is there, to show what the amount of the Reserv 
was? | A&A. No, it does not, | 
| Q. Well eh i, what was the highest figure that this] 
LACHEY reine prior te 1950? &, I cannot tell you. 

Qe Wwatevau not got the yearly figures of the 
reserve? A. I have not got the yearly figure 
prior to 50th of rune, 1926» 

Qe Ye 11, do you know when the reserve was first 
set up? A. No. | 


Q. Well then, what have you got on it, year by ye 
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CANADA 
| as far as it goes? A» Well, at the end of June, 
1926, $85,000. 1927, the same amount. 1928, the 
| same amount. 1929 it dropped to $25,000, and 1930 
came up to $125,000» In 1931 it came up to $250,0d0, 
and then it was wiped out and then 1933 it started agai 
with $100,000. 1934 $190,000. 1935 $240,000, 
and May, 1956, $550,000. 

Qe Well, then you have not any thhisiectton as to 
when it was set up? . Ae ot in this Company. 
x we add what fas been taken prior to 1926? 
Ae NOs 

MRe MeRWER: My lord, I think we should have the 
same information in regard to this as in regard to 
15 || Canadian Gottons, if it was set up in 1915-19}6 when the 
Business Profits Tax was applicable, 

THE COMMISSIONER: Had not you better find out 
first whether any value in having it? 

MR. McRUER: Yess 

20 

THE COMMISSIONER: You see, in the Canadian Cottons 
the evidence appeared such in Montreal that I referred 
it to the Income Bax Department, but here I don't know, 
yet at leaste 
25 MRe McRUER: ~ will follow it up, my lord. 

THE COMMISSIONER; I think so be fore going into 
all this additional accounting. | 

wR MoRUER: I think it could be eotiin from a very 
46 simple *tatemens from the Company z $002 £ by writing, 

THE COMMISSION ER: That is where I assume you would pos 
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MR. MeRUER: @, Have you observed in looking at the 
statements, Mr. Howson, whether there has been any 
sharp fluctuations in the amounts of the Inventory 
show? A, I have the figures right be fore me, 
in the returns for the past 10 or 11 years, | 
Qe Give me amount shown for inventory and the cnoud 


for Sales in each of those years that we ean rather get 


a bit of a picture? § A. In 1926 the sales 
for the year amounted to $4,215,907, and inventory 
was $575,840, In 1927 the sales amounteé to $4,688,25], 
and the inventory $914,428, In 1928 the sales amountdd 
| to’ $4,814,086, and the inventay $2,287,959. 
Q- dust a moment, as between those two years or 
the two previous years the sales have run $4,000,000 
| odd? Ae Yes. 
ge All three years they ran $4,000,000 oda? 
| Ae Yes, $4,200,000, $4,600,000 and $4,800,000. 
Q« The inventory fluctuated from $500,000 odd 
| to $2,200, 0007 A. Yes. 
Q. Give us the next year? A. 1929 $4,994,729487 
| and the inventory $2,073,493.06. In 1930 $4,429,091.09 
Inventory $2,072,095e64, In 1931, $4,435,057 952 
The inventory $2,109, 433.80, In 1932, 
$4,162,719.60, and the inventory dropped to $1,185,179.66. 


In 1933, $5,914,546,02. The inventory dropped to 


$924,208.37. In 1954 the sales were $4,991,593 425 
and the inventory rose to $1,434,082)34. In 1935 


the sales were $5,240,486.80, and the inventory 
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$1,516,207.52, For the ten months sales in 1936, 


$4, 787 , 935 


285, and the inventory 71,525, 911.3546 


Qe How, I asked you in chief for 4 statement in 


regard to the dividends paid to the steck holders and 
5 you said you were having one compiled. het is ready 
now? Ae Y@S 


MR. MeRUER; This is a memo of dividends paid to 


the shareholders of the abasso Cotton Coupany from 
" 1907 Gown to 1952. 
THES COMMISSIONER: Any preferred stock? 
VRe Meruer; No, my lorde 
Q» Hhere was not = dividend paid in 19527 ie HO, 
| 1929, I believe, 
| “i MR. MeRUER: 1929 was the last, 
BYHIBLT 9: Memorandym re dividends etc, 
| to Stockholders “abasso Cotton 
| Company Limited. 
MR. MeRUER: @. Just let us understand thiss 
e Jaly, 1907, $500,000 vas issued you show for cash 
$15,000, for intangibles, $487,000- | The what is t 
next line? As That is in June, 1912, 
$1,256,000 sharea issued in connection with the ot. 
saurkees  _ | | 
it Qe And for cash $125,000, for intangibles $1,185,° 
That shows the capital stock issueds The right hand | 
portion shows the “Dividends, bonuses and iaterast ca 
Stock Payments<"2... .....,.. de Yes, 
30 ||. Qa.Nony dm 1928 there was--- 


THE COMMISSIGNER: Well, is that the first year th 
¥ A . Hh o ease ; 
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| G@ividends were paid? 
MR. MeRUER: Yes, i think so, 


THE WITNESS: Yes. 


MR MCRUER: . There was a total aividend of 

. $43,750 - you apportion that petwenies stock issued for 
 @ash and stock issued for intangibles? A. Yes, sir 
| Qe Now, I am interested particularly in the stock 


issued for intangibles, On that classification of 


| stock $40,300 was paid in dividends? A. Yes,sir, 
9. In 1919? A. $92,690400. 
Qe In 19209 A. $128,960.00. 
g. In 1921? A, $128,960.00. 


THE COMMISSIONER: The same figure every year 
ldoee te ibe 

; MR. MeRUER:; The same figure every year dom to 197% 
when it was increased to $131,884.64, 
THE COMMISSIONER: Just one thing there, there was] 
| nothing paid at all in 1926 according to --- 
MR. MeRUER: Yes, my lord, $140,000, the same figure 
| #128, 960. | 

“Tie COMMISSIONER: “In 1926? | 
‘Um. MeRUER: Yes. “°° Your lordship 18 locking at 
| the wrong line, 

| Q. What is this interest shown on here? A, The | 
| shereeholéers were given time to bey. their subseriptio 
we For new stock issuea? oa Bt For new stock 
and they paid Adnterest on it up to the next dividend 


date, I think it was, 
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| proportions 


y% Yell then, in 1927 there was a stock issue of 


$602,888, for cash? ity Ae Yes. 


Q. In 1928 a further stock issue? A. $1,346,146,35 
Qe And in 1929 a further stow issue? 
he $493,095.65. 
Qe That was all issued for cash? Ae Yeos,sir,. 
&, in the meantime they paid a dividend the latter | 
part of 1987, in 1928 but none in 1929 or thereafter, 
is that correct? | A, 1929 I think this is the 
last dividend, 
% Yes, last dividend, $20,187.83 on the stock issuef 
for intangibles, So the total dividends paid on the 
show that was issued for intangibles or as a bonus stobk 


Over the period was $1,302,177435? A, That is th 


MRe MecRUER: Before we close the Yabasso matter 


| Mr. Whitehead has sent us four photographs of new building 


that has been erected since we were at Three Rivers 
for the purpose of accommodating the Employees with a 
room in which to have their meals, and also a photogra 
showing the system of recording the time of the employees. 
It is a clock with a records He has asked that we 
file them, 


EXHIBIT 931; Four photographs of buildigs and 
Recording clock of Yyabasso Cotton. 


MR. McRUER: Ye might attach Mr. Lajoie's letter to 


the Exhibits. The letter is dated 26th July, 1936 from 


Mr. Lajoie to Mr, Beauregard, 
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| or not? Ae YeSs 


| they as nelene it fairly to the shareholders and proper 


‘|| authorities. 


|| are published to the shavuholdere disclose pean 


}| Ae Not tn ‘the years ia whieh we eoveredis 


CROSS-EXAMINATION BY MR. KELLOCK 
G dust a question - is it your view that under n 
circumstances it is proper for 4 company to have an 


Inventory reserve? Ae I teld you this morning 


from a financial standpoint it is a good thing to have 


rese rves ‘aga in st all contingencies, 

| «we Well, sours net you just answer my question and 
not limit it. I ee are whether or not in your 
| vlew it is proper for a eonpeny to have an inventory 
| wesexvet A. Yes, it is proper for the Company 
| to set aside part of tte presits for that sort of reserve 
| or any iter teaeret. 

Q. sna you cover ihiek I was also going t ask you; 

It is proper for the Company to make transfers out of 
‘its profits eran your to year? | Ae Phat is what 


the reserve is for, 


URe gore There is po impropriety in having any 


reserves that ony ny desire to set up as long as 


Mis KELLOGK: de And the books of this sauncener 
dinckeond all reserves completely? A. The books 
of this company the accounts show this reserve. 


UR. MeRUER: ide pid the financial statements that 


we L am just asking you whether you say it is propet \ 
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| e@ by the Price Spreads Commission, and I just want to 


| ask him ea question or two in reference to it. 


| 


MR. MCRUER:: Now, before I pass on to the next 


Company there is one matter --- 


THs COMMISSIONER: Do we know whether or not 
there were any tariff applications - whether statement 
weré Made about the condition of this Company? 

MR. MeAUER: Yes, there are teriff applications, 
i have tae record downstairs, This Company made an 
application to the Tariff Board that a tariff be put 
On yarns, 40's or finer, 

THE COMMISSIONER: It would be of interest to kaoyw 
which, @ if any, statement was made as to the Company's 
standings . 

MR. MeRUER: Yes, I will have thst locked up, 

THE COMMISSIONER: And see whether it is a proper 
stetment or improper ones 

Mies MeRUEN: Now, before we pass to the next company 
MP. HOwSOR was CGross-examined in reference to the 
propriety of including among the silk companies the 
Belding Corticelli Company end Mr. Howson stated that 


he followed the same ek ssifications as has been follow 


Q. Mr. Howsony you have turned up the evidence of the} 
Price Spreads Commission that you referred to, have you 


not? . » Ae Yes; sire 


—— 


.eofhd I see at page 2719 the names of the conpani 
that were dealt with es silk manufacturers are listed? ef 


A. Yes, sire . 
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he And Ma jor Nash of the firm of Cl: rkson, Gordon, 


Dilworth & Nash was the Accountant instructing my 


friends ur, Kellock here when he was questiming you, 


was he not? = A. Yes. 

: Q. And the seme Me jor Nash was the Accountant or 
one of the Accouatants to the Price Spreads Coanissioa 
and is recorded as having been present and @ ven 
evidence at the time this evidence was given? 

.) 10 he Yes, aire 
y Bigs KELLOCK: You ere reading from the proceedings, 
are yout 
i « MeRUER: Yes. 4nd it was part of his duty 
ip to compile the reports for the Conmission and these 
classifieations that tock place? A. They aid, 
G+ And I notice that Mr. Nash at page 2718, there 
is a question by the Chairman: “Mr, GLASSCO+. +6" 
sna I believe Mr. Glassco is at present instructing 
> | 40 || Mr. Kellock... 
MR. KELLOCK: | He has not said very much so far. 
MR. ‘MeRUER: vell, he is sitting very close now, 
“Ws “Mr. Glassed is a partner of Mr. Nash, is not hq? 
7 is 2 hatkake ae a a | | 


“WBY THE CHAIRMAN: | 

“Q Mr. Glessso, in preparing that information 
as suggested by Wajor Nash, confining it to about 

“Yen tiie, would you Select then os ¥epresentative 

, _ “of different provinces? A. Yes. 


Qs And also the highest end the lowest? A. Yes, 
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"Qe So that it will be a fair average? 
A. Yes, we will try and select them in that waye 
MR NASH: A cross sections" 


then some questions are asked by Mr, Factor, and th 


witness I believe is Mr.Glassco: 


And 


are; 


"THE WITNESS: I will first give the names of the 
manufacturers and the code numberss They areas 
follows; " 


the names of the manufacturers that are recorded 


"Albert Godde Bedin Limited, St. Johns Quebec, 


Associated Textiles of Canada Limited, Louiseville, } 


Belding-Corticelli Etd. Montreal, Que., Coaticook, 
GUS ¢ 


MoH. Binz, Coe Limited, Montmagny, Que. 

British America: Silk Mills Ltd. Granby, Que, 
Bruck Silk Mills Limitéd, Cowansville, que, 
Consolidated Silk Mills Ltd., st, Hyacinthe, Que, 


The B. Edmond Davis Silk Mills of Canada Ltda, 
| Hawkesbury, Ont. 


Dominion Silk Mills Limited, Torento, Ontario, 
Grout's Limited, St. Catharines, Onte 

sh L. Textiles Limited, Toronto, Ontarios 
Riverside Silk Mills Limited, Galt, Ontarios 

Louis Rossel and Co. Ltd. Drummondville, Ques 
eins Silk Mills of Canada Inc, Montreal, QU » 
Slingsby Silk Litd, Brantford, Ontarios 

For wages only= 

Canadien T.S.R. of Lyons, Ltd. Cap de la Madeleine, 


Quebecs”™ 
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"Then of the compa@iies whose returns were not 
tabulated, the Valleyfiecld Silk Mills Limitea 
(in operation for less than one year) has the code 
E number 540i, it is a subsidiary of Grout's Limited 
UR. SOMMERVILLE: Now proveed with the report. 
THE ZITNESS: It is as follows:* 
4nd it starts off "Silk Menufgécturers”, 
MR. KELLOCK: May I borrow that, please 
10 MR. McRUER: ell now, we will ER ye affairs 
of the Dominion Textile Company. I wish to put in, 
my lord, at the moment & statement that shows the 
price of om cotton from 1910 to i935, 
se THE COMMISSIONER: hat is it? 
"MR. MeRUER: This is a Senate document Ko. 126 
of the Senate of the United States md the table is 
at page 65, 
EXHIBIT 952: Senate document No, 126, 
of the Senate of the U.S. 
ms page 65s 
MR. McRUER: ‘This table, my lord, shows the lowest 
annual averade of ootten to be 7.37 cents in the 
year 1os2 = 1933. No, the year 1931 - 1952, 634. 
~ TRE CG@SSISSIONER: Does it give the dates of th 
prices? 
_ SMR. 4ECRUER; Yes, my lorde That is the average, 
lowest annual average for hie eas 
THE COMMISSIONER: The lovest annual average? 
30 


MR. MeRUER: Yes, my lord, 1931, - 1932, 6.34 cen 


@ pound, There are only three times in the 25 years 
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that it reached below 10 cents a pound, only three 


different years. 


THE COMMISSIONER: You mean that the average 


was lowest? 


MR. MCRUER: Yes, They were 1914-1915; 1931-1932; 


1932-1933. 


THE COMMISSIONER: 


You told me presently that the 


lowest of all those years was 6934. 


MR. MeRUER: That is right, my lord, 


MR. BALLANTYNE: 


caléndar year? is 


it? 


What is that year? It is not tie 


Does it say that there? 


MR» MeRUER: The crop year beginning September lst 


that would be from September lst in the one year to 


August lst in the next year and the highest average 


appears to have been in 1919-1920 when it was 38.29, 


‘+ Now, Mr, Howson, you have received answers 


to the questionnaire fran the Dominion Textile Company 


A. Yess 


MR. McRUGR; The answers fron the Dominion Textile 


Company then, my lord, will be the next exhibit, 


EXHIBIT 953: 


Answers to the Quest itnnaires 
fran the Dominion Textile Company. 


MR. McRUER: 4. Now, there are certain subsidiary 


companies of the Dominion Textile Company which have 


ansvwed your questionnaire? As Sherbrooke 


Cotton Company. 


EXHIBIT 934: Answers to the Ow stionnaire on 
the Sherbrooke Cotton Company, 


we What else? 


Ave 


‘The Deummondville Cotton co 
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EXHIBIT 955: Answers to quéstionnaire fran the 
Drummondville Cotton Co, 


Qe Then? A. The Sherbrooke Hosiery Company. 


EXBIBDT 936; Afiswers to questionnaire fran the 
| Sherbrooke Hosiery Co, 


Q. Then? A. The Inéugtrial Specialty company, 


EXHIBIT 9375 Answers to questionnaire from the 
Industrial Specialty co, 


THE COMMISSIONER: Where does that Company overatede= 
industrial Specialty? 
> i WR. McRUER: I think it is in Montreal, They have 
a plant there, They meke mill supplies of one kind 
and anothers 
THE COMMISSIONER: But nobody knows where? 
15 MRe MeRUER: I do not think they are outside of 
Canadas 
MR. GEOPFRION: We will try and find out - perhaps 
our clients know, 
MR. McRUER: Now, the next exhibit, my lord, will 
be the Annual Statement of the Dominion @extile Company 
from 1906 to 1936, 


EXHIBIT 938; Annual statements of the Dominion 
Textile Company from 1906 to 1936, 


MRe McRUER; The next will be the Annual statements 
my lord, of the Sherbrooke Cotton Company, Limited, 
from the Slst of March, 1930 to the 3lst of March, 1934 
If became merged then with the Dominion Textile Company] 

THE WITNESS: Which? 


9 30 Qe The Sherbrooke Cotton Company? Ae YOs, 


EXHIBIT 939: Annual statement of Sherbrooke 
Cotton Company Limited, 1930 to 1934, 
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MR. McRUER: Then the next are the annual statements 
of the Drumsondville Cotton Company from Mareh, 1930 
down to 19367 As YOSs 
EXHIBOT 940: Annual statement of the Drummondville 
5 Cotton Company Limited from 1950 
to 19362 
xs 10 
(Page 12605 follows) 
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ue Now, , the next.ig the annual statements of th 
| Industrial “pecialties Menufaeturing Company Limited 
from 1919 to 1935, 
THE CGMISSIONER:.. From 1919 to 1935 7 
P  MReMORUER: Yes, 
THA COMMISH CNBR: 941. 

Bit Bo. 941; Annual statements of the 
industrial Specialties Man 


facturing Gompany Limi ted 
from 1919 to 1935, 


un. HEWARD: What company is that ? 
& " | MR. GEOFFRION: The indus trial, 
MR MORUER: The NOxty my lord, is the annual 
Statements of Dominion Cottons Limited. Now, this 
company waw taken over by the Dominion Textile Compan 
rE but your lordship will renenbor it was Carried on 
~ along with it ana the premises rented to the Dominion 
Textile Company, | pede 
THE COMTISSIONER; it has hO separate question- 


maire ? 


Ne, it became absorbed by the Domi- 
nion Textile Company later on, 


’ 20 || MR, MORUER : 


~~ PEE COMMTSSToRER- ‘What are these, annual state- 
ments ? | | 
“R. MeRTE ts The -Bnual Statements from 1921 -. 


25 MR. ‘BATTANTYNE; What yoare > 


a 


UR.MeRUER: 1621 to 1927. 

MR, BALLANTYNE: May I see ay 

MRL’ GEOFFRION: 1631 to 1927 ? 

MR .MeHvTR: ‘Yes! er 

30 ° Pre #TowEss. “They come lube our general summary 


of the first year. 
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MR. MecRUER: They have to be taken into consiéer- 


ation in dealing with the ten-year period from 1926 
to 1935. 
MR. HEWARD: Dominion Gotton Mill Company, is it? 
5 MR.MCRUER: Dominion Cottons Limited. 
MR. HEWARD: Is that the same one you note here 
as D.C.M. Company ? 
MR.M¢CRUER: Yes. 
MR. HEWARD: You called it Dominion Cottons 
2 10 || Limi tea. 
EXHIBIT No, 942; Annual statements of 


Dominion Cottons Limited 
from 1921 to 1927. 


Re MCRUER; The next is the annual statements 
of the Montmorency Cotton Mills Company for the yeers-- 
&. They are all separate companies. 

we I think you might put these all in one Exhibit. 

THE COMMISSIONER: What is it? 

MR. MeRUER: It is the annuel statements for the 
year 1905 of the Montmorency Cotton Mills, the Colonial 
Bleaching and Printing Company, the Dominion Cotton 
Mills Company,Limited, and the Merchants Cotton Company 

THE COMMISSIONER; The Colonial Bleaching ? 

MR.Me_RUER: ¥en. | 
38 THE COMMISSIONER: What is the next one ? 

MR. MeRUER: Dominion Cotton Mills Limited. 

THE COMMISSICNER: What is the next one ? 
MR.McRUER: Merchants Dothon ‘Seecaten 

THE COMMISSIONER: Merchants Cotton Company; jstou 
4 30 are putting them all in as one ? 


MR.McRUER: Yes, in 1905. 
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“THE COMMISSIONER: All for the one year ? 
MR.MCRUER: Yes, my lord. 
THE COMMISSIONER: Exhibit 944 -- no, 943, I am 
Tone | 
EXHIBIT No. 945: Annusl Statements for 1905 
of Montmoreney Cotton Milis, 
Colonial Bleaching and Printin 
Company, Dominion Cotton Mills 
Company, and Merchants Cotton 
Company e 


MR.VCRUER; My lord, there are certain letters 


that have been received by Mr. Howson. I think I 
should atteche them to the questionnaire, Exhibit No. 
p55, because they rather explain some of the things 
that are contained in it, and it will be more conve- 
nient te have it ail in one exhibit. The letters are 
As follows, a letter from Dominion Textile to Mr. 
Howson dated the 15th October, 1936; a letter fran 
Dominion Textile to Thorne, Mulholland,Howson & 
MePherson, dated the 19th of September, 1936. 

MR. GEOFFRION: To whom ? 

MR. MeRUER: Thorne, Mulholland, Mr. Howson's 
firm; a letter from Dominion Textile to Thorne, Mul- 
holland, Howson & McPherson dated the Srd of November, 
1936, and a letter from Dominion Textile to Mr.Howson 
dated the 10th of November, 1936.. Now, the next exh@bit 
my lord, would be a sehedule of the fixed assets of the 
company from 1905 to -- 

BY THE COMMISSIQ. ER: Q. Is that the Dominion 
Textile Company all the way throvgh ? Ae. Yes, sire 
MR.MeRUER: From 1905 to 1936 ? 


. THE COMMISSIONER: 944. 
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BAVIBIT No. 


$44: Schedule of fixed assets 
of voninion Textile Compan 
from 1905 te1G36 

944 7? 

Tis COMMISSIONER: Xou see there were several 

put in together as 943, 


a ie 


ro ] 


MR.MCRUER: The tter from Mr.Gordor 


to Mr, Howson. dated the 30th. of Cctober, 1956, and 


another letter dated 


tHe. COMMISSIONER: Just. a Minute, what is ¢ 


the first one. 7 


MER MORU HRy...The S0th of vctober, 1956, 


Tob VOMMISSIONER;. are you outting them in 


together 7 


MH MeCRUSR:..Yes, my lord, and another lette 


Gated, the Slst Gctober, 1936 witha memorandum at 


ched "Re Method of inve en tory Valuation" « 


THE COMMISSIONER; Re inventory valuation ? 


Wn. MeRUER; Re Method.of Inventory value tion, wy 


icTrd, 


BAUL BIT No. 945; Letters cated ..October Oth, 
ees Slst, 1936 from Mr, 
Gordon to MI ediow son. wi th 


attach ed memorandum, 


and 
ati tS 


ow, Mr. Howsén -- 
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Magog. 

MR. MeRUER: Well, we are glad we found out. We 
will know where to locate it if we need to. 

THE WITNESS: It is in 1805, I think. 

MR. GEOFFRICN: What was the first question, 
please ? 

THE WITNESS: The date of the incorporation of 
the Dominion Textile. 

BY MR.MecRUER: Q. Now, the original -- 

Ae No, as a matter of fact the incorporation date was 
December 9th, 1922. 

x. That is quite right; that is the Dominion 
Textile Company, Limited, but the earlier company was 
incorporated in 1905, 

THE COMMISSIONER: The same name ? 

MR.M@RUER: I think they changed a comma in it, 
didn't they, Mr. Ballantyne ? 

MR, BALLANTYNE: I dontt think they even changed 
that much, - 

BY MR.MCRUER: Q. The original capital structure 
of the Company is set up in 1905 as what ? A. There 
was preferred stock of $500,200. issued for cash, 

ee. Yes ? A. There ong 6% bonds, series 
4,B,C,and D issued to the extent of $2,909,158.33. 

MR. GEOFFRION: How much ? 

BY THE COMMISSIONER: Q I missed your first 
figure; please repeat that ? A. Preferred 
stock 5,002 shares with a par value of $100. amounting 
to $500,200. for which the company received cash. 


Q. Yes, what is next ? A. 6% bonds, series 
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A, By C SamdsDoto’ the amount of /$2,909,155.535. 


Fs 
wo 


MR. BALLANTYNE? May Lcinterrupt just a minute 7? 
Is this at the very ¢aemencement.of the company.or-is 
this from its.first annual-report, the first balance 

sheeto?: 


: he’ iteis from their questionnaire,. « 


under date of 1905. 
MR.MCRUER: “february 16th, 1905.is the. date they 
give for the issue of the stoek. 
WR. BALLANTYNE: Yes, I see. 
THE WITNESS: The re was at the same time preferre 


stock issued amounting to 


BY. THE COMMISSIONER: , More preferred stock @? 


ee 
AooYes,«sir,.amounting to -- 
gy Just a minute, twe issued eat the same tine * 
daw No. --‘well, yes, at the same date; one was for 
cash am the other wes for consideration, 

s¥es. 


o(QG.eciteis a different consideration ? -A, 


$1,320,000 -- 


»@. How much is it ? As 
Q. The skares agsinoat $100.7. A. Yes, the 
shares would be the semex par, 
@s i Bow mu¢h ?»; Ast $1,320,266.67. . $5,000,000. 
of Common stock, 50,000 shares. 


&. This da the first: 


common: stock, issued-.?. 


ayo VYeop ir, 50,000 shares at a par value of $100. 


each dsswed for: the consideration. ef $500,000. cash, 


and the cupitel stocks of 


constituent companies as 


follows:  Monmtmorency Cotton Milas: Gompany —- 


., 0) BY gi MeRUER:). &.. You had better just read the 


reference they heve put in thei © questionnaires 


Ae “Sce extract from minites: of meeting of sharchoideys 
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of the Dominion Textile Company Limited held on the 
27th of January, 1905, filed with the Commission as 
Exhibit Ne. 512." The capital stocks of the Gonsti- 
tuent companies, Montmorency Cotton Mills Company, 
5 10,000 shares being their total outstanding capital 
stock -= 
BY THE COMMISSIONER: Q. How much ? 12,000 ? 
Ae 10,000 sheres being the total outstanding capital 
stock, 
> 10 Q. 10,000 common shares ? A. They just sho 
10,000 shares. 

MR. GEOEFRION: It was all. the stock; it must be 
common stock. 

THE WITNESS: Colonial Bleaching and Printing 
Company, 3,042 shares being the total outstanding 
capital stock. Dominion Cotton Mills Company Limited, 
25,969 sheres out of their total issue of 30,336 
shares. 

MR. GEOFFRION: 25,000 or 29,000 ? Ae 25,969 
out of a total issue of 30,336. Merchants Cotton 
Company 14,399 shares out of their total issue of 
15,000 shares. Then, on April lst, 1905, 6% bonds, 
series A and B amounting to $149,241.67; preferred 
stock amounting to $120,193.33. 

BY THE COMMISSIONER : Qe bYreferred stock? 

A. $120,193.33 was issued for the balanee of the out- 

standing capital stocks of the Dominion Cotton Millis, 

4,567 shares and the Merchants Cotton Company 601 

30 shares. Apparently these bonds and that preferred 
stock was issued over the period from April Ist, 1905 


to December 22nd, 1916 during which period it states 
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‘ “Stock exchanged uring this period for the balance 
of outstanding Capital Stocks of Constituent Companieg". 
MR.MGRUSR: That was’ when they were picking up tHe 
stock of the Merchants and the Deninion Companies app \~ 
5 rently, 
THE WITNESS: > -On December Bist, 1966 -- : 
BY THE COMMISSION(R: ¢. 1906 ? A. 1906, 6%: 
Bonds, Series D for 347,000, 
OS -$47 (GeG.7 Te: Ay $47 ,060, was issued p ex 
3 10 changed par for par with underlying bonds of Colonial 
Bleaching & ‘Pritting Company. © On Marehos4th, 1910, 
6% Bonds, Sertées B for $25,600., were exch anged par 
for par with underlying bonds of ‘Merchants Cotton 
Gompanys “On December Sist, 1910) 6 4 Bonas, Series 
x B amounting to $157,000. were exchangéd ‘par for par 
with underlying bonds of the Merchants’ Got ton ‘Company 
On February 10) 1917 theré was one béra for $100. iss 
for emsh, “no explanatiéns > “They’strike a sub-totab at 
that time showing the total ‘eapitali zation on Marek 
Sist, L917; “vonds"outstanding 93,267,500) © Prérerrea 
Stoek $f, 940;8d0P 20082 ootan 
BY THY €OVMISSIONER: °@. How Much’ ?P°° AY 
$9940 '660, © GomisH steer $8,000, 000%) and the total. | 
. | eonssderatien” in eagn received $1,000,800." Then; the 
note is: wipes Songlétes’ the development 6f the. eapita 
structure of the “eompany to the point eontetvea by 
the eonpanyés incorpotators) OHS CBA DHA hed “issued” | 


bonds, preferred’ stéek; "and sommoa stock; up to the 


Se. ———————_——_————— 
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fisek1 year ended Sist Maren! 191%oas Show’ n this. 


statement, for the underlying bonds amounting te the 
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| ” par value of $209,000., cash of $1,000,300. " == Tet 
us see -- "for the underlying bonds amounting to 
the par value of 209,000., ¢ash of $1,000,300. ana 
the property and assets of the four constituent con- 
5 panies.” Then they added to that =. 
“BY THE "COMMISSIONER: @. Yo what ? Ae To th 
bond issue. 
“we This is for 1917 ? A. Yes, my lord. 
MR.Me RUUR: Yes, my lord. Ae No, it is bond 
.) 10 that were not redeemed, that were outstanding, the 
underlying bonds that had not been redeemed. 
i &. Just so I may understand it-- 
. BY THE CQMISSICNER: ©@. You have given us in 
1917 bonds $5,000,000. and so on, preferred stock, 
common stock, and then you give the cash for ell 
that, $1,000,300.?7 ie Yes, and the other 
_eonsideration which was set out before, 
M.iie_BRUER: The properties. 
BY THE COMMISSIONER: @. You show ecagh received 
for all that. What is this that is soming now ? 
as This is additional outstanding bond issue ~- 
BY MR.McRUEGR: @. ‘They took the properties over 
subject to this bond issue outstanding ?- As Yes, 
"Add Underlying Bonds of Mentmorency Cotton Mills 
Co. Ltd. amounting to $450,000. at Slst March,1905 
tess redeemed for Sinking Fund $20,0006, a total of 
$430,000." “Add Underlying Bonds of Dominion Cotton 
“Mills Company,Limited brought into the Companyts re-< 
) 30 cords January, 1917 $5,700,000." Now, on Mareh Slst, 


1917, the outstanding cevital then is Bonds outstandi 
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7,397,500. preferred stock $1,940,600. Common stock ~ 
65,000,000. 
Y- And the next development in the eapital history 
of the company ? 4&4. On February 16th,1918, 
5 }Jontmorency bonds were redecmed for Sinking Fund 
amounting to $7,500. 7 
Qe February 6th? 4» February 6th,1918, 
and on December Slst, 1918 another $7,500. was redeemed, 
and cn September ist, 1919 there was a new issue of 6% 
10 |bonds due in 1949 amounting to $1,500,000. issued in 
part payment of the Mount Royal Spinning Company. That 
is the explanation. 
we That was apparently for the acquisition of the 
Mount Royal Spinning Company ? &»e Yes. In 1929, 
aS anuary 14th, further Montmorency Bonds were redeemed 
for Sinking Lund amounting to $7,500.. In January,1921 
fontmorency bonds were paid off in full in cash 
407,500. In 1922 Lominion Cotton Mills 6% bonds were 
‘edeemeé to the extent of $1,149,000., and during that 
" year 6% bonds due 1949 were sold bringing in -- 
amounting to in all $1,681,500... producing in cash 
1,651,055, at a discount of $50,445. 
Q. They were sold ? &-.Sold to the Under- 
ai iters at 97. In 1923 the balenee of the Dominion 
Jotton Mills Company 6% bonds were redeemed amoun ting 
to $2,551,000... 6% bonds due 1949 were sold @uring the 
year at 97, $518,500, netting the company $3508,505.; 
at 99 5/4, $250,000. netting the company $249,575., and 
30 [Bt 100 , $636,000. netting the company that amount of 
uoney. Now, the same year 6% bonds due 1949 were ex- 


changed for series B bonds amounting to $546,000. 
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| That is, new bonds due in 1949 were issued to the 


| extent of $546,000. and the old ones were redeemed. 


we There is no change in the liabilities . It was 


just one series replacing the other ? A. Yes. 
|) Series B Bonds redeemed by cash , $293,000. Amount 


set aside to redeem balances of Series B Bonds, 


$525,000. Bonds exchanged for Series A,C and D 
$27,500. 

ve I don't quite understand that there. These 
were exchanged for Series A, e and Db; would there not 
be bonds redeemed of an equivalent amount ? A. There 
should be, 

&- It does not show on this statément. You might 
just make a note to follow thot up, Mr. Howson, so as 
to keep our record right ? A. In the same year 
25,000 shares of Common stock were sold to the share- 
holders at par. 

ve That is, from -- up until 1923 then, the stock 
of the company remeined the same as it had been at the 
incorporation of the company, or after the deal was 


complete ? — A. The stock remained the same from 


1905 on. 

2. That is from 1905 on, preferred stock 
91,940,600. and Gommon stoek $5,000,000.7; A. Yes. 
In 1923 ° 25,000 shares of the common stock were sold 
to the shareholders at par netting the company 
$2,500,000. ; 

a. So thet the common stock holdings at the end 
of 1923 would be #7,500,000.9 4. Right. Then, 


under date of March 31st, 1923 there is this memorandum 
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was incorporated for the purpose of purchasing the 


preferred non-cumulative shares of the par value of 


12616 . Howson 
put on the return. "On 9th December, 1922, a new 


company, Dominion Textile Company Limited (ine.1922) 


entire property and assets of Dominion Textile Compan 
Limited (inc. 1905). By agreement between the two 
companies dated Sth January, 1923, the above mentioned 
Sale and purchase was effected, although, for purposes 


of convenience, the transaction was to be effective 


es at the end of the current fiscal year of the vendor 


_company, to wit, 3lst Merch, 1923. ~The lend, buildings 


and machinery of the vendor company had been appraised 
by the Canadian Appraisal Compeny in 1920; and an 
amount of $7,500,000. which constituted a part of the 
difference between the appraised values and the book 
values. of these assets, was added to the book values 
as at lst April, 1923. Changes in eavitalization 
resulting from the above mentioned agreements were 
as fohlows: (a) The new company guaranteed all the 
outstanding bonds of the old company. {(b) The new 
company issued to preferred shareholders of the old 
company 19,406 7% Cumulative preferred shares of 


the par value of $100. each, in exchange for 19,406 


~L00. each. (c) The new company issued to common 
Shareholders of the old company 225,000 common shares 
of no par.value in exchange for 75,000. common shares 
of the par value of $100. each." 

Se Just before we leave thatt, in regard to the 
common stock these shares were really split three for 


one ?, Ae YSse... 
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GQ. At thet time ? A. Yes, each share- 
nelaes ef the old company received three shares in the 
new companys 


Q.. The preferred shares in the old company had 


been cumulative, had they not ? ' A. No, the old 
company had been non-cumulative and they received cumu- 
lative preferred shares. 

ee Cumulative preferred wnocen. all right; so 
that then the net result at the end of this re-organi-~ 
gation in 1923 was that there were outstanding in pre- 
ferred shares how many ? Ae 19,406 with a par 
value of $1,940,600, and 225,000 common shares, with 
a value set up on the books against it of $15,000,000. 

MR.BALLANTYNE: But ecw inet no par value ? 

MR.MCRUER: Having no par value. 

THE WITNESS: Having no par value. Then, on June 
27th, 1933 -- 3 

Q,. 1925 ? A. 1928, 62/49 Bond was 
sold at par for $500. and cash received by the company 
March Sist, 1924, A.C and D Bonds were purchased and 
cancelled to the amount of $538,250. 6%/49 Bonds were |. 
exchanged for Series "“B" Bonds during the year out of 
the amount set aside in 1923, $212,000. On March 3ist, 
1925 the balance of A, © and D. Bonds were redeemed 
amounting to $1,767,250. On September lst, 1928, Bond 
were redeemed. by sinking fund amounting to 860,000. | 
From January 29th, 1929 to Mareh 3lst of the same year 
45,000 shares of common stock of no par value were 
sold to the shareholders at $75.per share. It was set 


up on the books that the amount received was $3,575,00b. 
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and the note is “These shares issued to finance the 
acquisition of Janckes Canadian Co. and Canadian 
Connecticut Co. Limited.” 
BY THE COMMISSIONER: @. What do they call them? 
5 A» Janckes Cansdian Company and the Canadian Connecti ut 
Company Limited. 
BY MR.McRUER: &. That is really the plant at 
Sherbrooke ? A. Yes. On September ist,i929 
further bonds were redeemed for the Sinking fund amount- 
b) 10 ing to $63,000. On September ist, 1950, another 
$67,000. On September 1st, 1931, another $70,000. 
On September lst, 1932, $75,000. on September lst, 
1935.$79,000.. On September lst, 1934, $83,000. on 
March Ist, 1935, the balance of bonds Was redeemed at 
105, the par value of the bonds amounting to $4,675,000 
Now,.on the same date new bonds, 4.1/2%, due 1955 were 
sold to the Underwriters at 97 3/4, a par value of 
4,500,000, which realized $4,398,750., a discount of 
$101,250.. 
ove Yes ? ie The note is "New Bonds 
4 1/2% due 1955 issued to refund Old tonds, 6%, due 
1949, called at 105 and accrued interest. * On Sep- 
tember lst, 1935 bonds were redeemed to the extent of 
95 ||943,000. for the Sinking fund, On March 31st, 1936, 
the outstanding capital stands as follows: Bonds out- 
standing 04,457,000, Preferred stock $1,940,600, 
| BY THE COMMISSIONER; Qe How much ? Ae 
$2,940,600. Coumon stock $18,575,000. 


i) 30 MR. BALLANTYNE; 18 million-? 


‘THE WITWESS;. $18,375,000. 
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BY MR.McRUER: &. That is shown on the balance 


sheet ? A. The questionnaire, 

w, That brings it down to the end cf the last 
\ fiscal year ? A. Yes 
5 8. That is as showmm on the balance sheet ? 
A. AS shown on the balance sheet at the end of the 
last fiscal year, 
| 4» Well, my lord, I am going to start on another 
branch, 
2 10 -- The Commission adjourned for a short recess, 


== On resuming, 


BY MR.MeRUER: 9. Now, to carry on with the sub 
ject of the capital structure of this company. 


THE CGMMISSIONER; Is that exhibit 917 ? 


15 
WReMGRUER: 917, yes, my lord. It would be more 
convenient if we had your lordship's eopy paged. 
THE COMMISSIONER: It is all right; Mr. Howson 
is showing me. 
> 20 MR.McRUSR: I want to deal, my lord, with the 
memorandum re Capital investment. 
THO COMMISSIONER: That is one of these sheets, 
is it? - A. The second. 
w- The second ig a summery of capital expendi- 
25 tures. Is it one of these jong sheets, re capital 
and earnings ? 
MR. WeRUER: Re Capital Investment. 
MR, GEOFFRIONs; What page does the Dominion 
Textile stert at ?. | 
30 


MR.McRUER: It is not paged, Mr. Geoffrion. It 


is the memorandum re capital investment. 
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12620 Howson. 
THE COMMISSIONER: About half way through. 
BY MR. MeRUER: Q&. There is one matter I want * 


take up. This is a statement, of course, covering 


the ten-year period or eleven years ? Ae Elev 
5 
YeaTse 
Q. Eleven years, all right ? A .As far as 


Capital Investment is concerned. 

4» 168; starting in the year 1926 you heave unde 
| "Capital employed in manufacturing operations, per 
> r books, $26,411,768.38." Ae Yes, sir, 

we Then, *Less inflation in book values, of 
fixed assets, $12,000,000." That item is carried 
all the way adsded the page 7? Ae Yes, 

15 ge What is that item , Mr. Howson? Ae It re 
presents the difference between the $5,000,000, -- 

BY THE COMMISSICNER: @. What do you say, what 
$5,000,000.7 A. The $5,000,000, of common stock 
issued at the inception of the company and the cash 

> 20 paid for it $500,000., $4,500,000. 

&. You mean the $500,000. which represented cash? 
&. Yes, and the $7,500,000. which was thewige-up a 
the time of the re-incorpbration of the company. 

+. Just a moment, the first }4,500,000. was in t 

a common steck , was it ? Ae Yes sir, and 
the $7,500,000. was also in common stock and it is re 
presented by the write-up of the assets on the basis 
of an appraisal. 

, Qe About 1922 7 A. 1922, yes sir. 
, 4s BY MR.MeRUER: @. Now, it is the latter item tha 


I want to get clear, Mr. Howson. We have had some 
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MR. MéRUER: Now wé-¢ ome “badk’ tothe balance ™<. . 


sheet contained in the annual report for March él, 
1922, which is contained in Exhibit 938. We have 
on’ the *statanent of essets, lend, buklding and 
machinery, $15,497,654,48. end.there eré 6ther 
items of inventory; anf go On, that we ae not’ 
going: to get involved witW’ at’ the: momen t, 
THE COMMISSIONER: You are°not putting the 
anount of them in? 
‘MR. MeRUIR?..No, they do not Gome into this 
question thet we sre ‘G@iscussing at the moment, 
In the-balence sheet of Merch 51, 1988 -= 
a3 THE € GMuIS SIONIR: Thet wes the next yeer?’ 
fe ‘MR McROERS “Yes) my lora}* land batlaine’ ena 
mechinery ig shown-et $135,003,120,432. 
THE COMMISSIONER:: There ise redustion there 
of over $2,494,000 in the veluetion, 
THE WITNESS: Yes; sir, 
> 20 ‘MR. MCRUER: Thet wuld be, I teke it,°in 
depreciation written orf, 
THE WITNESS: It woul ® be pertiy depres istion. 
BY MR. MGRUER: Q. Is there any indieation 
of any sale of plant? | 4. The emounts 
written off certein buildings and land were 
$505,173. 38. 
BY THE COMMISSIONER: Q. . For buildings end 
lend, not methinery? > | A, It is just merkea 
buildingsend land > Ron are dealing now with 
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MR. MeRUER: The difference between 51st Merch, 
1922, ani Sist Mereh, 1923. 

TH: WITNESS: Theedepreciation in 1923 wes 
$741,950. 

BY THE ¢ GMMISSIONER: Q, For. lend and 
mechinery? You just now gave us the figure of 
$503,000, & That was in1921. 

@. That wos the wrone amount? A. The 
depreciation in 1923 on buildings end machinery 
amounted to $741,950. It isa little difficult 
to tell from this beceuse they seve two transae- 


tions. Then the write-up: followed in the seme 


year. Ogtside of the @epreeiation ZI cannot explain 


from thet statement the differeme between the 
#15 ,000,000 end the $15,000,000. 

THE GOMMISSICNER: There is a reduction in 
value. 

Ma. MgRUER: I notiee that in the ennual state= 
ment they do not give us any informetion ag to the 
em ount the t is written off mt of profits for 
deprecietion. I cennot find tht in their profit 
eno loss statement for the ye or end ing Merch 21, 
1923, nor do I find it in the profit end loss state- 
ment for the year ending Merch 61, 1922. 

THD WITNESS: Is there anything in the report? 

MR. MeRUER: No, this report seems to be abun= 
dent in leck of information. Then we come to the 
hext step at any rate, In the beleme sheet of 


Merch 31, 192%, the plent, buildings snd machinery 
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are shown with o velue of $13,003,120. 42, | 
THE COMMISSIONER: That is almost $2, 500,000 

less then the yeer before, 
MR. McRUER: Then the pr evious year, yes, my lord. 
THE CQMISSIONER: 4nd all Mr, Howson hes found 


is a deprecietion of $741,950, 


WR, MeRUER: 7 Yes, I might just show Your 
Lordship the form in whieh the balance sheet was put. 
BY THE COMMISSIONER: Q. Where did that deprecistion 

come from? A. Outor profits, 
@- Cutoff profits for the yeer? A, Yes. 
MR. McRUER: The fom of profit end loss ena 


belense sheet is very Sperse of information, 


rr BY MR. MoRUER;: «- Now we cane to the next year 


’ 
My. Howeon, when, under Assets, land bui lding and 
machinery, less depreciat ion, ere shown at 
$20,178,023,65, or nearly $7,000,000 mare than they 
were the previas year? A, Yes. | 
a _.@. You mentioned the figure of $7,500,000 by 
Which land, buildings end machinery were written up. 
A. Yes. 

@. How are the two figures reconciled? 


4&4. The depreciation for the year 1924 will come into 


25 
thet. 


BY THE C OMMISSIONER: Qe Oh, you have not the 
whole story yet. 4, As between those two 
figures you will heve to teke into account the 
$7,500,000 ani the deprecistion written off in the 


30 
yeer 1924, which anounted to $763,000, 
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(BY MRy McRUER: © Q@.° ‘Then on the: $1, 003, 120,42 


Shown et thesend of the yeer 1926 there would be de 


preciation deducted “before the plent wes written up? 
A. No, no. This wes after the plant wes written up 
t 5 immediately after March 31 , 1923, 

Q. Oh, Ivsee. Thet igs when this fieure of 
$20,000,000 ceme in, 7 A. Yes. This ig at 
the end of. the yeer, March 31, 1924, the $7,500,000. 

BY THE COMMISSIONER: © g:- Yoa will ting it 
> 10 there then, In the stetenuent for the year ended 
March 41, 1924, you héve land, buildings and mechiner 
put in at.$20,000,000? y OC AS OO¥ es) 
Q. That ods on account of an eporaisel thet took 
Place after the new cOlipeny took over the’ old ¢ ompeny 
&. Wo, the sppraissl: took plece in 1920, and in 1920 
the eppreisel emounted to $22,918 ,033.00. They adda 
to it for the three yeers ended Moreh 31, 1923, 
$1,032,519, makine a totel of $24,050,552) ‘from which 
they deducted deprecistion writ ten off for the three 
| years ended Merch 31, 1923, $2,022,281, me king s 
to tel “of $22,028,271, “The ledger Yalue at Merch 61, 
1925, .wes $13,003,120, which left an inereese in the 


velue of $9,025,151. “They used $7,500,000 of thet 


oe write-up only. In otler words insteed of writing the 
Plant up to the full emaint of the eppraisal they only 
write it up to the extent of $7,500,000. | 

BY MR. MgRUER: | Qs° Let us “gee how the figure 
of $16,008,000 odd would be errived at on Merch 31, 1923. 


s. 30 Theat would start beck in 1905 would it not? A, Yes. 
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@. Heve we got the first annual report for 
1905, Mr. Rene ? 

. ASSISTANT SECRETAHY RENE: Yor 1906. 

MR. BALLANTYNE: 1906 is the first report. 

MR. McRUER: The first ennuel re. ort thet we hey 
in Exhibit 938 shows lend, buildings end mchinery, 
eco of other conpanies md AB will at 
$10,027,233.51. 

TRE COMMISSIONER: What yeer is thst? 

MR. MgRULA: Merch 31, 1906. ‘There seeas to be 
some elememt of good will thet is written in there, 

BY MR. McRUIR; Q. Do you know, Mir. Howson, 
Whether there was enything written off for good will 
later on? A, The fo00 willis represented 
by $4,500,000. You see at ta is time , es I understand 
it, t ie lahat wes not eble to get possession of the 
physieel sma te of these companies which had been 
teken over. I think that is show in the evideme, 

| BY THE COMMISSIONER: @ You sey, at this time? 
4, In 1905, end for sane time they carried the zZood 


will account in their books et $4,500,000, I t hink 


it was, or $4,900,000, and th essets of Doninion 

Cotton Mills ion not put on the books until ell the 
sheres Were ult imetely ie ieed, Then it was merged 
in the books in 1927, I think it was, So that the 


eccounts of the company do not represent just one 


eccount or « series of eccmnts for lend, buiddings 
end mac hiner y. 
BY MR. GEOFFRION: Q. Ya seid 1927. Was it 


not 1917 when they finally acquired the shares? 
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4. The operations were carried on seperately until 
1927, They aay hove ecquired ell th shares mior 
to thet time. . 
| BY MR. MoRUER: * 9. Heve the company giv @ ya 
ay steteient thet would ‘show ‘the d@reélet ion that 
wes teken fran yeer to year on the lant and buildings 
from 1905 ¢111 1923? A.° Exhtbit 944 eon- 


teins a stetement in which thet eppeers, also in the 
questionnaire — Form No,16, in reference to building 
mechinery and equipment, sdditions end repairs, with 
depreciation reserves, shows thet information. 
Q. Is that summorized in your csimmery? A, Yes 
Q. Wher e can we get thet figure? A.’ In 
the summary of capitel expendt ures, 1905 to 1936, 


It is the second smell sheet. 


Q. Ohyes, but that aces wt giveme the 
| point when thig write-up took plece, Thet is wht I 
) am efter, You see the’ plant hed risen fron $10, 000 ,0 
» i, in 1905 to $15,000,000 in 192. for instence, but 
of course they were a¢ quiring new properties. I am 
not suggesting anything improper in ¢drnedtion w ith 
thet, but I went to know how moh they hed written o 
for depreeiation in the meantime. A. Ihsve not 20 t 
| 25 || thet figure, | 

MR. MoRUER: Mr. Devidson will please make a 
note and make that up for us, the ennuel depreciation 
written off from 1905 to 1923. 

BYMR WoRUIR: Q. Than in 1925 the plant end 


buildings ere written up by $7,500,000. What ig the 
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next step in regerd to thet? 4. The eepital 


stock was issued on the basis of the wite-up of the 


assets. The cepitel stox outs tending before the 
Teorganizetion, end common stock was $7,500,000, 

5 end after the reorgeniz»tion the sheres were 
split three for one, from 75,000 to 225,000 sheres, 


anc the book velue from %7,500,000 to $15, 000,000. 
BY THE CQMMISSIONER: Q- The inerease weg 


not proportionete in both ceses? 4, No, the 
10 sheres were slit-three for one, end the value was 
doubled. The new shares had ro pear value. The 
value of the ¢anmon stock was 27,500,000. In the 
old compeny the Outstending value wes 7,000,000, 
THE COMMISSIONER: Those were sheres of 100 
per vw lue, 


BY MR. BALLANTYNE: Qe Whet was the S$ ec ond 


figure, the hew shares, £25,000, wag it, with oe 


book velue of $15,000,000 ? A. Yes. 


) BY MR. GEOFFRION:. Q. The book value ig besed 
q 20 
> on the #7, 500,000 writeup. 


BY MR. MeRUER: Q. So that we may get it 


| 
) 
Gleer, there wes en originei igsue of $5,000,000 in 
| 


@Omnon stock? ALS Yes. 
@- Then thet was increased in 1922 or early 
in 1923 by the sale of $2,500,000 of c anmon stock? 
A. Another 25,000 she res at per, 
Q- Another 25,000 shares ot par? A. Which 
mede $2,500,000, 
30 Q- And the cepite] then stood at $7,500,000, 


A. Yes, 75,000 shares of $100. per value, 
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@. Yes. Then they e ppred sed the Plent, wrote 
it up by é7, 500, 000? A. Yes. 
Q. And issued week, no per stock? 


Ae Three Sheres of no par stock for each she re 


ef $100 per ve lue. 


BY THE COMMISSIONER: Q.- And gave it a value 


ef $15, 000,000? 4, Yes, a ir, 


a 10 


15 


*» . 20 


25 


BY MR. MgRUER: Q. So thet et the time that 
was done, $12, 000,000 of thet velue hed consisted 


of the increase by the appreisal, and the difrerense 


between the $500,000 for the common stock and the 


$5,000,000 of shereg. 4. The $12,000,000 
Wes represented by the difference between #5, 000,000 
and the essh received for the initiel issue of 
$4,500,000, and for the stock thet was issued on 
the basis of the wite-up, $7,500,000, 

—@,-« $4,500,000 pius $7,500,000, making 


Yes, 


$12,000,000 ? & 
Q. } And in your memorandum on capitel invest- 
ment conteined in Exhibit 917, you heve deducted 
the t all the way across the pege for the purpose 
of determining the capi tel pe AS in manuf ecturing 
operations? A, Yes. 
BY THE COMMIT 55 IGHE ER: @. Thet is what you 
call the infletion in book velues? A, Yes. 
BY MR. MeRUPR;: Q. Then we come to the 
question, how thet Capitalis perese nted The 
Pireh Asem 44 bank loans. 


BY THE COMMISSIONER: You meen the remining 


$14,411,000 in 1926? ; A. Yes, 
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“THE COMMISSION R: There were no benk loms in 
1926. 

MR. MeRUER: No bark loens in 1926 or 192%, In 
1928 there were bank loans of $1,252,025.54, and by 
1926 the tank loens had been reduced to $949,139.65. 
The bonds outstending in 1926 were $5,172,000, ani 
in 1936 4,457,000. From 1930 to 1936 the bondea 
indebtedness hed been redwed from $5,049,000 to 
#4,457,000. Then we heve the preferred stock invest- 
ment. 

THE COMMISSIONER: Th t igs the same right throwh. 

MR. MeRUER: It is the same right through, ani 
hed been the same right through since 1905. 

15 '- ‘TH WIINESS: Yes, 

MR, McoRUER: No change in the preferred stock 
issue, 

BY MR. MoRUER: @. And mowwe eane to the 
¢aamon stock. Common stockholders equity in ecapitel 

20 employed in menufecturing operations, in 1926, 

$7,299,168.38, and equity in investments in subsidiari 
end outside investments, 95,671,855.98. By 1936 the 
common stockholders equity in cepital employed in 


menufeeturing operetions had declined to $5,948, 462.57 


25 and the equity in investments in subsidiaries end 
outside investments head inereesed to $7,681, 263.84, 
THE C GMMISSIONER: Is that a proper distribution 
there, because we see that after deducting the infla- 
tion in book values of the fixed assets the edjusted 
30 


capitel employed in méenufecturing operations was 
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#4,411,000, and thet is made up of these two items 
represented, in the first place, by bank loans, 
bonds and preferred Stock, ami secondly, common stoék 
These two together meke the $14,411,000. ‘Then when 
you put in equity in investments in subsidisries and 
outside investments, do you not bring ine di fferent 
element? You see shit i mean. You sey that adjusted 
cepiteal employed in mnhufacturing operations is 
$14,411,000, represented by such and guch, but you. 
reech ‘thet figure at the eni of the common stock- 
holéers equity. Then you go on to put in enother 
figure, $3,671,000, which is Something different. 
Is that properly put in there under thet same 
heeding? 

THE WITNESS: The bondg’ were ell issued for the 
equipment and ‘the physical assets of the compeny, and 
the preferred stock was issued for the seme purpose, 

THE COMMISSIONER: “Yes, but how does it work in 
with your "edjusted capi tel emp loyed ‘in manufacturing 
operations," $14,411 000. Then when you break that 
down, you go on to put in en item of $5,671,000 more. 

~ THE WITNESS: “The $26,000,000 "Is hot” the Stet 
espital of the Company. It is thet sortion of the 
cepitel employed in meanufee turing ope rstions, | 

TEE COMMISSION?TR: Theat is whet I am talking 
about. You sey "sajustea cepital employed in menu- 
faduring overations," $14, 411,000, 

THE WITNESS: Yes, 

TH’ COMMISSIONER: Represented by such and such, 
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another, "equity in investments”, Do you mean 


thet to be under a seperate headine? 
THE WITNESS: Yes, that is additional capital. 


THE COMMISSIONER: Is this wor king capital too? 


ee 


2 TH: WITNESS: It is working outside the tusiness 
THE COMMISSIONER: But you heve thet item with 
the others. | 
HE WITNESS: Yes, I see. 


THE COMMISSIONER: You add together the 


odd, but then you heve put in snother $3, 600 , 000, 
end mede e different picture, 
MR, GEOFFRION: There should have beene breek 
there, 
15 
THE C GUMISS TONER : Yes, there should have been 
@ breek there, | 
MR, McRUER: If the two items ebove “equity in 
investments" were bracketed together, it would be 
clesrer. They are the two that go together. Then 
you would have the totel edjusted cepitel employed 
in mnufecturing opere tions itemized -= benk loang > 
bonds, preferred stock, common stockholders weet ty’ 
£ think, Mr. Whiteley if you would just draw a 
25 bracket from “bank peas” down to "nenuf ac taring 
operations” it would insti the Exhibit clearer, so 
that we would not be misled by it at any time, 
Thet is whet itis myo ter agai to, is it nof 
Mr. Hows on? | 


h 30° THE WITNESS: Yes, 
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BY THE COMMISSIONER: @.- These investmen ts 


in subsidiaries and outside investments are also 


working? - A. Yes 
@. But they are not Warkine in menufac turing 
i operations? A. No, they ere Outside, 
BY MR. MeRUR: Q@. Fran 1926 up to 1932 there 
Seems to heve been a Steady rise in the enount of 
Capitel invested in outside investmen ts end, well 
not a steady dec line, but certainly a eecling in the 
» % een ital invested in Opera tiong, 


THE C OMMISSIONER: Yes, but whet yeer do you 
put your finger on? 

MR. MgRUIR: 1932. The equity in i ny estments 

5 reaches its high point in thet year, end I think we 

shell find a reason why it goes down after that. 

THE COMMISSIONER: The eap ital invested in out- 
side investments in t et yeer wes $12,761,000, ena 
the cepitel employed in Menufacturing opera tions the t 

> 2 || Yeer wes $12,891,000. 
MR. MoRUIR: Yes, my lord, 


THE COMMIS S IONER: lnek tas trouble with this, the 
wey it is meade out, ere these two item added toge ther 
and the total given, common st ockholders equity end 

25 capitel employed in me nufac turing Ope ret ions, 
$7,000,000 for the first year, and so on. 
THE WITNESS: They really Fepresent the common 
stockholders equity. 
THE COMMISSIONER: They wrk in different ways, 


y oe THE WITNESS: In different weys for them, 
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THE COMMISSIONER: I. think they should be re- 
headed. Then they would be grasped more easily. 

THE WITNESS: It is intended to show the distribu- 
tion: of eapital in the various classes of securities 
and what is behing them. 

MY MR. McRUER: :Q@- . There seems to have been a 


drop in the equity in investments in subsidiaries 


and outside investments. between 1°32 and 1936, of 
about 35,000,000. . Are you able to give any explan- 
ation of that drop, Mr. Howson? A.One explanation 

is that in 1953, I think it. was, they merged the 
Sherbrooke Cotton Company dnto the books of the Dom- 
inion Textile een, and brought in all those 

assets, and that naturally took thom out of the invest- 


ments in subsidiaries. 


Qe Would it take them into the upper category? 
A. It would take them into the, upper CaLEZOrY. 

THE COMMISSION:R:.. They do not seem to make much 
impression in the upper category. 

BY MR. McRUER: @. There was a writing off of th 
losses on investment account, and then there was some 
transfer to an investment reserve too. 

A. The transfer to investment reserve would not 
effect it because we deal with these as free reserves 
There was written oft #1,000,000 odd of the book valu 
of investments during that period. 

we What 1 am getting at is this. There seems 
to have heen a drop in the shareholders equity betweeck 


1951 and 1936 from $16,464,000 to $13,629,000, and I 
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» find that $5, 000, 000 of that drop comes out Of =. 
A. There wes a #5 ,000, 000 drop. 

THE COMMISSIONER: 4 drop from $16, 000,000 to 
$18,000,000 2. | 

MR. MeRUER: Yes, my lord, They drop ~5, 000, 000 
on their investment account, 

THE CCMMISS IONER: Where is tht ? 

ME. McRUER: The upper fieure under 1932, 
~12,700,000, ena it drops “in 1936 t $7,681,000. ana 
® 10 I em trying to put my finger where the drop took 
| Dlece, end whet it meens, whether it oscurred in 
hmekine gotton o¢ investing in other enterprises tha t 
head nothing whetever todo with the eotton industry, 
or whether their investment in the cotton industry 
- Wes profitable ana their investnents Outside at 
thet tine were unprofi table, 

o THE WIThESs: This equity in investments in S ub= 


Sidieries ine ludes inves tuen tg in the Drummondville 


end Sherbrooke Co tton Compe nies, 


» 20 


BY MR. McRUER: > Q. Yes? Ae «Until 1934, 
when they merged the She rbrooké Cotton Compe ny with 
the Dominion Textile Compsny,. 

Q. Yes, Well then the assets of the Sh erbrooke 
Cotton Comeny would then be shown in the upper 


25 
Gategory? A. Yes. 


THE: © QT SSLONER: Thet is in the working category 
MR. MeRUER: Yes, 
THE COMMISSIONER: The t ig in cepitel emp loyea 
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( ice 
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MRe MeRUER: Yes, 

THE WITNESS: Bank loans came down from 

$2,172,000 in 1934 to $1,000,000 abot, in 1936, | 

THE COMMISSIONER: ~~ €a08 deal of it my be there, 

MR. MgRUER: | Yes, anil they came down acein, but 
still the totel enount employed in tenuf ac turing 
operetions -- 

THE C QIMISSIONER: Thet wes not effected very 
much but benk losns were very considerebly reduced, 

MR. MeRUER: The totel esmoant enployed in menu- 
fecturing operetions in 1952 was $12,000,000, ené in 
1936 $15,000,000. So we come up there , 

THE COMMISSIONER: Three-quer ters of .e million. 

WR. McRUER:  Three-querters of million, ani 
inthe othe plece we sre Z0ing down ebout $5, 000 , 000 

BY MR. MeRUER: Q. lire the compa ny furni she 4 
you, Mr. Howson, with & statement of their losges on 

 dnvestment account? A. Yes, I-heve a astete- 
ment of that, 

Q@. You hevea complete stetenet of thet. The n 
you Gan probably have a look at it Overnight and gee 
if we een reconcile Sou thing there beceuse I em 
interested in comparing thig company! 8 record during 
these depress ion yeers, their recard in their own 
business ag ¢ omp ar ed with their investments in ether 
companies, whieh evidently they thought at that time 
would be good investments, 

BY.. THE C QMMISSIONER: Q- You gan draw thet up 


for us, Mr. Howson, cen't you? &. Yes, sir, 
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BY MR. MeRUER: Q. Then if we drop down me 
stege further on the pege wecome to common stock 
Gesh peyments, %3,000,000, in 1926, ani then it gets 
ap to as high as $6,398,000 in 1936. 

THE COMMISSIONER: That has bee ramning sine 
1929 though, 

MR. MeRUER: Yes, my lord, The t [3,000,000 in 
1926 would be the original $500,000 of 1905 am the 
$2,500,000 of 19237 

TH! WITNESS: Yes. 

BY MR. McRYER: Q. And then more capitel wag 
introdueed in 1929, bringing it up to $6,375,000 ? 
A. Yes, thet wes capitel used for the purpose of 
Jenckes Cenadien Comeny and the Sherbrooke Cotton 
Company. 


@. The purchase price of the Sherbrode Cotton 


Compeny wes epproxinetely $3,375,000 ? A. IZ & 


hot think it wes thet emaint. It Was over $2,250,000, 
I think, 

Q@. The rest woulda g0 into working ecepitel of 
the gomp eny? 4, There would be $1,000,000 in 
eddition,. 

Q. Then you deal with free or din WERSWE r eserves 
anc these vary from $1,971,000 in 1926 to $2,179,000 
in 1986. Wheat is included in this Gategory, free or 
contingent reserves? 4. There is inventory 
reserve, investment Teserve, ani the miscellaneous 
contingent reserve. 

8. Let us have the amounts of these, A. What 


year? 
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Q. Well, we had better take this yeer, 1936, 
which we heve in front of us at the moment. 
A. Pitas wes en inventory reserve of $1,500,000, 
end contingent reserves emcunting to $471,860, meade 
up of # general reserve of #11 6,552, bed debts reserve 
#150, 000, end migeat lonecun reserve $205,408.20. 
Miscelleneoug reserve end the &eneral reserve were 
ultima vei merged into one ¢ ontingent reserve account, 
Theat makes a total of $1,971,860 -- $1,500,000 for 
10 || inventory, $150,000 for bed debts, $116,552 for 
generel reserve, and $205,208 miscel leneous reserve, 
but the reserve thet wes trensferred to it hed been 
created prior to that time. 
Q. It was Bet up as en investment reserve in 
i | 1981, an4 how much aia it amount to ? ‘A. $600,000. 
@. Wes itl eter emplified? A. Next aa 
it was ineressed to $1,600,000. 
BY THE CGIMIS SI ON ER: Q@- In whet year ? 
Mey in the following yeer, 1932, 
a BY MR. MeRUER: Q. This investment reserve wes 
| crested by trensfer fran some other pPlece? <A. Yes, 
| There was this $600, 000 item credited to dé wpreeie tion 
| reser ve in 1927, which was uitimetely trensferred to 
| shigs gceer7e. 


25 
8. That $600,000 ceme from e Bagh rime jon reser ve 


that hed bem dise llowed? &. Yes, it was on some 
| Spec ial plant, | 

| BY THE C GAMIS STONER : Qe What do you meen, by 
30 | diss liowea? A, The income tax deper iment would 


not allow it as a deprecistion reserve, so it 
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wes trennferres out a depreciation reserve: 

BY MR. McRUER: Q- To investment reserve? 
&. Yes. | | | | 

BY THE COMMISSIONER: @, Was it then lookea 
up on more Fiveedely be the income tex de ertment? 
A. No, I do not think investment reserve is allow- 
able anyway. | | 

Q. That is a feir tax, | A. As far ag I 
. know, 

» | a BY MR. MeRUER: @. In 1932 there was another 
$1,000,000 transferred? A. They trensferred 
$1,000,000 from inventory reserve. 

@. Into the investment reserve? A. Into 
ve investment reserve; The investment reserve stands 
now at $1,600,000. In 1923 there was e transfer 
from generel Teserve, fran surplus aee count, of 
$1,000,000. Then they cherged off in 1933 
$1,154,855 end credited it to the investment account. 
>» 20 In other words, they ectuelly wrote down the value 
| of the investments $1,154,855. 

@- So they cherged off that mount as losses 


on investments? A. Yes. 


Q. And entice ipated losses, at eny rate? 


25 |j4- They actually wrote the velues down on their 
books by this $1,154,855. ‘Then in 1934 they cherged 
egeinst this $182,223.76, representing the deficit 
of the Sherbrooke Cotton Company when it was merged 
into this compa ny's accounts, am in 1936 they trens- 

30 «| 


erred beck from this account to the inventory reserve 
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eccount $500,000. So the investment reserve st 
the end of 1926 had e credit belence of $762,921.24, 
and the inventory reserve had « credit of $1,000,000. 

Q. And is thet the condition of the inventory 
reserve at the present time? A. On March Sl, 
1936, 

Q. How much? Ae $1,000,000. 

@. There is on indication, is there not, that 
there was e further inventory reserve than thet ? 
’ 10 A. Yes, 

Q.- Theat is not the whole story of inventory 
reserve? 4. No. 

@. We will not go furthe into that matter at 
the moment. 


15 


-- The Commission adjourned at 5 p.m. to resume at 


10 o'clock e.m, Tuesday, November 17, 1926, 
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Ottawa, Onterio, 
November 17, 1926. 


~- The Commission resumed at ten o'clok a am, 


THE COMMISSIONER: All right, Mr. McRuer. 
BY MR. McRUER: Qe Mr. Howsm, I think wlen we 
ecjourned last evening we were discussim the qc stion 
of outside investments, and ym were going to get 
us sone information on the question of the deprecis- 
» ae tion in the equity in investments in subsidiaries and 
outside investments. It fell in 1932 fram $12,761,00 
to $7,681,000 in 1936, . A. The explme tion 
of that drop is the write-off of $1,154,000 from the 
velue of the outside investments am the trensfer 
from thet category of the Sher brooke Cotton Company 
into the generel accaints of Dominion Textile. 
The reason that the capital employed show above does 
not ¢oO up beceuse of thet is becsuse the depreciatio 
written of f during these yeers offsets t he increase 
in the capital assets, 

QQ. I see. A, And there is a reduction in 
surplus over the period thrmgh the peyment of dividewis 
and other disbursanents. | 
25 °@.  Yes.. Now I think we will turn to your menorgqn- 
dum on Capital Te 

THE COMMISSIONER: Thet is another sheet? 

MR. McRUER: Yes, my Exhibit is paged, end itis 
psge 9, 

THE COMMISSIONER: I have it, luemo re Cepitel 
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MR, MecRUER: This pege or Exhibit 916 deals 
with the capitel of the « Cmépany over the years 1906 
to, 1926 inclusive, the bonds sut stend ing, the ee] 
peid on the bonds, the interest peid on the preferred 
Stock, the dividends: paid on the preferred stock <« 

THE WITNESS? There is’ ho interest peid on the 
preferred stock; just dividends. 

MR. MCRUER? Yes, just dividends, It also 
shows the amount of money invested in ¢ amon stock, 
the accumulated surplus -= 

BY THE COMMISSIONER: @.Whet des that meen, 
accumuleted surplus $5,392,000 ? Now what form does 
it teke.? A, It is an andi stributed surplus 
representing the excess of assets over the espiteal 
investment. 

-BY MR. McRUER: Q. Your statement elso-s hows 
the common ¢ tockhol ders dgatey. the @ividends paid 
on the coumon stock, the interest on the Montm ore cy 
bonds, “the rent and interest mm Dominio Cotton 
Company, the dividends recei yea by shareholders of 
Dominion Cotton Compeny; merchants’ rent smi in- 


terest, anl merchents' dividends, A, The 


| dividends received by the comeny from the Dominion 


| Cotton Company, 


Qs Yes. Now to ‘start with the yeer 1906, 


ert we will deel with the investment in common stock, 


the cesh peid on eccount Of the 6 Gimor stoek amounted 


|| to-how much, Mr. Howson? A. $500,000. 


Q. Thé ‘sheres issued for tha t amounted to 


how much? “AK. Pe® ve lue? 
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&. Yes. , A, $5,000,000. 

a $5, 000,000, end they were teken into the 
books of the company at that? A, Yes. 

Q- At $5,000,000. Now the dividends peid 
on this investment of $500,000 -« 

MR. BALEANTYNE: Wes thet in cash? 

MR. Mo RUE Rs Peid in cash, yes. 

BY MR. McRUER: .Q. Now the dividends p aid on 


this investment of $50,000 are whet for the year 


) 1906? A. There were no dividjenls peid in 
1906, 
Q. » 1907? 4. Nothing mid there. 
Q. 1908? A. $250,000. 


Q- , ¥250,000. So thet the first divided in 
1908 would be et the rete of % pea cent pe annum 
return on the investaent for that ye er? A, On 
the cash peid for the stock. 

_ &... On. the cash peid far the stock, yes. 
Now 19097 4, $250,000, 

@. 1910? a. $250,000. 

@...1911? A. $250,000. 

Q.., 19127 . A. $250,000. 

Q@. 19137 A. $275,000. 

Q.. So the t from 1908 to 1912 the return wea et 
the rete of 00 per cent pe annum on the case invested? 
A. .Yeos. 

Q. And in 1913 itwes increased to ? 

A. $275,000, ) 
a. _ 4nd that would be et wht rate per ennun, 


55 per cent, would it not ? A. Yes, 
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Q.° Then in 1914? | A. » $300,000. 

Q. That would be at the rete of ? A. 60 

per cent. 
@. 60 per c ent per annum, Then 1915? 
° 4. $300,000. 
Q@. 1916? 4. $200,000. 
Q@. 1917? he = $300 000. 


@. So that for the years 1914 to 1917 inelusive 


the return was at the rate of 60 per cent per annum? 


? “: A. Yes. 
@. Then 1918? A. . $350,000. 
&. Thet would be at. the rate of ? 4. 70 per 
gent, | 
‘. Q. 70 per cent per Pan Then 1919? 
A.” $400,000, 
| Q. That womld be at the rate of ¢f A. 80 per 
cent. 
Q@. 1920? $400,000. 
| 20 Q. Again et the rate of 80 per cent per ennum? 
| A. Yes. 
Q@. 1921? A, $500,000, 
@. That would be eat th rete of ? A. 100 per 
cent, 
25 'Q@. 100 per cent per ennum, Then 1922? 
4. In 1922, $600,000. 
Q. That would be at the rete of ? & 120 per 
cent, 
@-' 120 per cent per annum, Now fron the yeer 
30 | 


906 to lvoe inelusive there was no hew investment in 
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common stock? A. There Was no new investment. 

@. > Then in 1928 what took vlece? A. There 
Was en issue of canmmon gst ock, 25,000 shares for 
$2, 500,000, : 

BY THE COMMISSIONER: Q. Are they per wilue? 
A. Per wlue. 

Q- $100 2 shere? "he “Yea. 

BY MR. MeRUTR: ae Cen ym tell me whether ox 
hot any dividend was Peid on the new stock in the 
yeer 1923? | 

BY SHE © OMMISSTONER? ° Q.° How was °it issued, for 
what? A. For eash, 

MR. McRUER: For cash, yes. 

BY MR. MeRUPR: @. Can yor tell me whether or 
i not any 4 ividend Was peid on the new stock in the year 
1925 or whethe the emount that is set out in yur 
Statement wag attri but ed sOlely to the ola S$ tock? 

A. There wes $70,803 pela on the new stock, 

Q. There wes $70,805 Peid on the new stock, end 
on the old stock? A. $600,000, 

Q. So thet the Cash investment in the original 
eanmon stock -« A. Received $600,000, 

8. Received $600,000 or 4 return at the rate of 
25 120 per cent per ennum in 1983? | 4. Yes, 

Q. Now before I po on fran 1922, if I want to 
‘eet ea bit of a Summery if I can there. The dividen ds 
| peda on the original investment of %500,000 fran the 

yeer 1906 to 1982 amounted tohow mwh ? 
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BY THE COMMISSIONER: Q. Whet is thet, the 
interest, did ym say? Ae The sum of the 
\ dividends. 
BY MR. MeRUR: .Q. I see by yair statenent tha 
5 the scoumul ated Surplus elone amounted to -« 
A, $5,007, 700.57. . 
Q. Thet wes the uniistri butea surplus et thet 
time? A, Yes, sir. 
@. Thet is a feature we will deel with a 
) 10 || TLttle de tery’ Now wé nay é’'the se two figures st any 
rate, $4,975,000 distributed and #5, 007, 700,57 undi + 
tri buted? A, Yes, 

BY. THe ¢ QAMISSIONER: Q Thetis the excess 
of assets over liabilities? A. That is the 
andistributed surplus, 

BY MR. MeRUER: @, Not to confuse the record, 
we will not sey it is the exéess of essets over lise 
bilities, because we analyze that a little bit further 
leter on. I+ is the un4 istri buted sur plus according 
to their bal ence sheet? A. Yes. 

THs C GEMISSIONER: You sare just taking whet they 
show now? 

MR. MeRUER: On the balence sh eet, yes, my lori. 

BY MR. MoRUER: Q@,- Now we will proceed fran 
1922 to 1936, Yo ‘told us: there wes en sdditional 
stock issue of $2,500,000, and the Originsl issue was 
¥5,000,000, so thet trom 1925 to 1928 inclusive the 

original investment would beer &. retio of $5,000,000 
30 |ito $7,500,000 totel capital? A. Yes. 
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BY THE COMMISSIONER: ©Q@.° The totel cash 
investment? — &. The total cepital issued, 

BY MR. MeRUER: Q. The totel cep itel isswa 
wes $7,500,000, end $2,500,000 was paid for in cash 
by outside investors, en’ the original issue was 
+5 ,000, 000. A. Two-thirds of the totel issue. 

Q. Or two-thirds of ths totel issue from the 
yeers 1925 to 1928 inelusive. Now the dividends 
attributable to the originel investment of $500 , 000 
from the yeers 1322 to 1928 inclusive <= what is the 
total for 1925 first? A. DO you went esch 
yeer separsetely, or do ya: want the totel? 1923, 
$600,000, 

THE COMMISSIONER: I understood thet My, MeRuer 
- wented the enount of the dividends attributable to 
the originel investment. Wes not thet your question? 

MR. MecRUGR: Thet is my question. 

THE CQMMISSIONER: Not the total div Wd ends, 

THE WITNESS: $600,000 tn.1923,. 

BY MR. MgRUPR: ‘Q, THie ds ettributeable to the 
stock issued as egeinst the original investment of 
$500,000 ? ' A. Yes, sir. 1923, $600,000. 

Q. Thet is at the rate of 120 per cent? 

Ae Yes. ©1924, $60 0,000, 

MR. GEOFFRION: There is $900,000 over the 

$3,000,000. 


25 


THE COMMISSIONER: The witmss is separe ting the 
firet investment from the seeond, I am not gure thet 


30 |i follow him myself, 
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4 MR, GEOFFRION: The divid@nds were equally 
applied on all shares afterwards, 
BY MR. MeRUER: Q. As ageinst the investment 
of $500,000, there was $5,000,000 of shares issued? 
5 & Yes.. 
Q@. In 1923 as agéinst en investment of 
$2,500,000 there was $2,500,000 of shares isswd? 
A. Yes. 
Q. Therefore on the orig inel investment of 
) 10 $500,000 they drew dividends of $5,000,000 of stock. 
A. Yes, 


Q. Op two-thirds of the to tel divid ends went 


to them? A, Yes, 
@. Now I em dividing the dividends tist were 
, paid, 
MR. GEOFFRLON:: My interruption wes in ¢ Onectio 
with 1923. 
MR. MeRUDR: They only paid the dividends on the 
stock for e portion a the year, just the teil end, 
i MR. GEOFFRION: I understend, but this is no 
admis gion, 
MR. McRUER: Oh no, 
THE COMMISSIONER: It tg only in that first year 
- thet the anomely appears, 


MR. GEOFFRION: I understend now, 

BY MR. MeRUER: Q.- Then coming to the yeer 1925 
I think you said thet $600,000 was attributable to 
the originel investment » “Mr. Howson? &. Yes. 


| 30 @» Then in 1926? > A. $950,000. 
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| @. That would be +t the rate of how much per 
ennum? AY 150 per cent per annum. 
Qo on wee! | oA. $750;000. 
t Q. Agesin 150 per cent per annum, tIn 1928? 
5 A. $750,000. 
@ fgein 150 per cent per annum? In 1929? 
& in192) there wes e further issue of new stock. 
@. Yes, there was a further issue of new 
stock in 1929, end I suppose a small gortion of the 
Y 10 dividends wes attributeble to the new stock? 
BY TH © MMISSIOWER: Q. Whet was the smount 
of that issue? A, $3,375,000. ‘These were 


no par sheres, 


Qs They were charged at ? A&A. At the rate 


15 : ' 
of 475 a shere, 
Q@. And how much ? &. $5,375,000. 
BY MR, GEOFFRION: Q. $75 ea shere ? 
As Yes, 
BY THE C G&MISSIONER: Q. For eash? 
i ® A. For cesh, yes, sir. 

BY MR. MoRUER: Q. Now the shares ismed sgein 
the originel investment of $500,000 would now beer 
whet relation to the total capital ? A. Fiveenint 

ae Q. Fiveeninths from the on. 


BY THE COMMISSIONER: Q@. This wes invested 
in 1929 or 1930? A. During the year ending 
March 1, 1929. 
BY MR. McRUER: ©Q. Now whet would be the 
F 30 || @iviaena® for the year 1929. attributeble to the 


original investment? $= A. $750,000. 
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Q. #750 ,000, thet is 150 per cent again. 
Then we turn the corner into the depression, In | 
1920 whet dividend wes peid on the shares issued | 
egeingt the originel investment of $500,000? 
5 || 4. $750,000, | 
Q. And in 1931 ? 
BY TH! C QMISSIONER: Q. That is 150 per cent? 
A. Yes. 3 
BY MR. MeRUER: Q@. And in 1931? A. $750,009. 
» 10 Q. So it wes 150 per cent in each of those 
years? Ae Yes, 
Q@. Then we hed e sed drop in 19382, How much 
wes it thet year? | A, $750,000. 
@, 1952? | A, Yes, 
1? Q. It is 1934 I went; 1952 is stil 150 per 
cent. A. 1933, $712,005, 
Q. So the return dropped to 1424 per cent? 
Ae Yen. 
Q. Then 1954? A. $600,000, 
R , @. And the return that year was 120 pa c amt? 
4 Yes, sir. 
Q. Then in 1935? bh. $750,000. 
Q. A Little better that year? 
a THE COMMISSIONSR: Thet is 150 per cent. 


BY MR. McRUPR: Q. It wes 150 per cent tht 
year? A. Yes. 

Q. Then in 1936? A. $750,000. 

@. And we wind up with 150 per cent. Now to 


summarize this, Mr, Howson, will you give me the 
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total dividends peid from 1905 to 1936 es against 
the stock issued for the originel investment of 
$500, 000? 4. $14,837,500. 

MR. BALLANTYNE: Tha t is the total against the 
$500,000 cash? | 

BY THE COMMISSIONER: Q. Thst is produc ed 
fran $500,000? A. Yes. 

BY MR. McRUER: Q. Thet is the return that 
hes been made? A. Yes, 

Q. Now let us go on to see what there is yet 
with respect to the $500,000. Have you worked 
out the equity thet exists in the c anupeny or the 
share of the totel equity in the company that 
might be teken as the proportion ep plicable to the 
original investment of $500,000 -- thet is the 
equity that is there now? 

THE ¢ OMMIS SLONER : Are you in the column of 
common shareholders equity ? 

MR. MgRUin: No, this is mother figure, my 
lord, | | 

TEE CGWMISSIONER: It is not on the she et? 

hk. MGRULR: No, my lord, it is on snother 
sh ee t, | ) 
THE WITNESS: Do you went it as it is on the 
books of the comp any? 

BY MR. MeFUER: & in the first place, I 
went it in escordmece with their books of record. 
What do they show to be stiil there for the invest- 
ment of $500,0007 As ¥7,748,000. | 


Q. $7,748,000 ? A. Odd. 
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@. Yes, In other words, thet is fiveninths 
of the canmon stockholders equity showm on page 9 
et the foot of the column headed "Gonmon Stockholders 
Equity?" A. Yes. 
THE COMMISSIONER: It is fiveeninths of that? 
MR. McRUSR: Yes, my lord, 
BY MR. McRUGR: Q@. Thet is eceording to their 
books? A. Yes. 
Q. Now have you been shown records that would 
indicate that the equity is im excess of thet ficeure? 
i A. Ihave mede un a statement which apreers in 
this binder, | 
BY THE C QIMISSIONER: Q@ Where s bouts? 
A. Iwo pages from the front, 
&. Summetry of Operstions ? A. Yes, 
fir, MeRUSR: Peges 7 and 8, my lord. 
BY MR. MeRUER: @. You heve em eavoured to 
work out — the true eqiity is according to 
| infomstion you heve been able to get? 
4A. Probably the sheet next to tht, my lord, yo 
had better look at thet, 
BY THE COMMISSIONER: Q. Summry of Capital 
Exp endit ur es? Ae Yes, | On the basis of 
25 this steteme:t, the unabsorbed portion of the total 
fixed assets, March 31, 1936, on a cost basis, 
amounts to $4,917,904.83. The comp eny heve shown 
me ah assurance appraisel which was teken in 1936 
whieh shows the value of buildings and mechinery 


whe et 920,100,000. In addition to thet ig the lem 
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end the substructures. The lend in the 1920 
eppreisel was valued et $1,583 456.63, ani I mve 
estime ted the land purehesed since that time end the 
substructure of the buildings at $500,000. 

BY MR. McRUER: @. And do you feel this is 
a conservetive estimate? A. Yes, I. would 
think this a very conservetive estimate, because 
the lend purechesed since then is the lend on wiich 
the heed office building is loated, 

@. Thet is st the corner of Victoria Square 
in the city of Montresel? &. Yes. 

G@ Quite ae lerge office building there in 
the eentre of the city? 4. The value 
of the building is in the insurame eppreisal. 

Q. Yes? A, Meking $22,183,623 as 
ageinst $4,000,000. 

Q. dust go we understand it clearly as we 
zo alongs, the value carried on the books is 
) $4,917,904, 83? A. No, not the value 

carried on the books. Thst is the value i have 
eelculeted after climinating the infle tion, 
Q. Oh yes. Theat is the velue that you take 
efter elimineting the infletion wit any gooi will 
25 or anything of thet sort? A. Yes. 
| Q. And you get it down to the value of the 
assets as depreciated on the books after making 
thege eliminetions? A. The details of thet 
ere shown in this 8 tatement. 


Q. Ani the $4,917,000 is the velue thet is 
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taken for the purpose of your esleuletion on . 
page 9, which shows # canon stockholders equity of 
$13 ,947 ,000? A. Please repeat the question. 

Q. The figure of $4,917,000 is the figure 
thet is teken for the purpose of the celeulstion 
of the conmon stockholders equity at the end of 
1926, showing $13,947,000? A, No, thet 
does not enter into the t statement, 

Q@. It does mt enter into that? All right. 
Then deal with page 8, A. I think I hed 
better review that whole page, 

Q. You heve gone so far that for the pur poses 
of the record, just iet us yes ete it. You have 
taken the assets @g shown by the books, after the 
elimination of the infletion and so on, to be 
$4,917,000, 

BY THE C OMMISS IONER: Q. Tht is after 
eliminating depreciation, repairs account, profit 
and loss, contingent reserves -« 

BY MR. McRUER: Q. Eliminating all those. 
Then you take the insurence appreisal, which you 
take es # besis tor showing the value there today? 
A. Yes, the spproximete vel ue, 

Qs. The app roximate value, yes, thst shows 
$20,000,000. 


THE COMMISSIONER: No, $22,000,000. 


BY MR, MeRJER:  @. $22,183,633? A. Yes. 
Qi Taking thet into consideretion, that is 


the value as shows by the insurane e appraisal, and 
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not as sh own by the books, what is. the common 
stockholders equity apportioned to bbe. dude ins) 
investment of $500,000? A. $27,164,141. 

BY MR. BALLANTYNE: @,. Are you wluing the 
whole thing on the besis thet you previously used? 

MR. MeRUER: You heve te adjust it on the be sis 
I previasly used, bat we have to teke in other 
Fs pa as well. 

MR. GEOFFRION: It is $11,000,000 on the books 
end you heve $17,000,000. Is that it? 

MR, MaMJERt Xt dees not werk dat quite that 
wey. You heve to teke the feta lth into account, eth. 

THE WITNESS: It is a canbination figure. 

BY MR. MeRUER: @. So you take the besis of 
the veluetion put on the building end mechinery for 
the purpose of an insurance appreisel in 1936 into 
consideration, after hevine received 914, 837,500 
of dividends on this origine 1 investment of $500,000. 
The holders of that stock still have an equity of 
$17,164, 000? A. Yes, as far as I con figure 
it out. 

Q. Have youa menorandum of this set-up, Mr, 
Howson, thet we een file for tere reference? 

ag © Yes. 

THE COMMISSIONER: Is this a na dosument to be 
filed? 

MR, MeRUER: Yes, my lord. It ig a men orand um 
re the originsl investment, common stock, for which 
the company received $500,000 in cash. 


THE COMMISSIONER: This will be Exhibit 946. 
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EXHIBIT 946; Menorendum re original 
investment, Dominion 
Textile Company, for 
which the compeny received 
$500,000 in cash. 

E BY MR, Me RUER: Q. In this memorandum, 
Exhibit 946, Mr. Howson, you set up the memner in 
which you heve worked out the deteils which we have 
been dealing with, and you summrize it st the 
end, showing the smount of div id ends paid, showing 

10 the shere in the assets owned by the sompeny ep pli-=- 
gable to the original comnon stock, and the total 


is $32,001,641 ? A. Yes. 


(Page 12670 follows) 
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we gust in reference to Uxhibit 946 I might just 


make a reference on the record to pages 7, 8 and 9 of 
Exhibit 917. Now, Mr. Howson, to come back to pege 8 
of Exhibit 917, and we will go into in detail how you 
5 arrive at the, I might say, the apparent real value of 
these assets. In the first place you take water power 
and sundries; where do you get that figure ? A.From 
a statement provided by the company that has been file 
as Exhibit 944, 
, 10 ee All right; then you take land and buildings ? 
|| A. 1% 4m 212 prepared from this statement. 
wv» Pardon ? 4» It is all prepared from 
the statement, that is, the accumulation of the values. 
“es Then, these figures come from the records that 
have been supplied to you by the company 7 A, Yes. 
« dana and buildings you take in at $18,682,259.9 
less sales amounting to $210,712.33 ? Ae 35 cents 
Qe $210,712.35; that is the book charges for the 
land and buildings ? Ae Yes. 
MR. GEOFFRION; What is the number of this ix- 
hibit, please ? 
MR BEAUREGARD: 946. 
BY MR. MeRUER: ©. Then we have machinery and 
equipment of $22,590,694.50. | | 
MR. GEOFFRION: Pardon me, Mr. MecRuer, what page 
are you reading from ? 
TR. McRUER: 8, just the one before that, Mr. 
Geoffrion. Machinery and equipment less sales 
$51,888.55 leaving a net figure of $22,338,806.01 ? 
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%, Or a total of $41,679,227.06; now, those are 
the charges in the books these accounts 7? A. Ae- 
cording to the statement that hes been rendered by the | 
company. | 

%- According to the statement that hes been ren- 
dered to you by the company ? ‘Ae The question- 
naire did not cover this whole period so I had to get 
a supplementary statement. 

\« But what you have got, these figures, they are 
7 10 | erom the company 7? A. Yes. 

«» Then, you deduct excess of book value over 
purchese price of eapital assets taken over from pre- 
decessor companies $2,191,261.37; where do you get 
i‘ that ficure ? _ Ae That is the total fixed asset 
taken over, or the total assets taken over by the con- 
pany from the four predecessor companies whose balance 
sheets were submitted. The Montmorenecy Cotton Mills 
Company, the Colonial Bleaching and Printing Company, 
the Dominion Cotton Mills Company and the Merchants 
Cotton Company were valued on the statements here at 
$10 ,784,291.72, and the settlement -- 

{. You say valued on the statements here; you are 
referring to Exhibit No.-- A. 948, 

25 &. Yes, that is the last statement,the last an- 


nual statement of the companies, before the reorgani- 


zation ? - Ae Yes, and the settlement for these 


assets amounted to $8,512,560. 


MR, BALLANTYNE: Just a minute, how much was the 
30 


— 


settlanent ? 4. The settlement was $8,512,560. That 


makes the difference. 
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BY MR. MeRUER: & That accounts for the - 
$2,191,261.57. Then there was a transfer from good- 
Will account to fixed assets -- Ae No, 
that @oes not mite account for it. There was an item 

5 || of $80,470.35 which the company for some reason did 
not include in the value of these assets teken over 
when they set them up on their books. I could not 
find the reason, So they set it up on their books at 


$2 191,261.37, on this statement that was supplied to 
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, 1 me, whereas the difference, as I find it, between the 
purchase price of th: fixed assets and the value was 
$2,271,751, There is that slight difference. 

-Q@. Well, a few million dollars, that does not 
get us much one way or the other, Then, we come to th 
next item, transfer from goodwill account to fixed 
assets account of $3,563,109.91; what is that ? 
A, The company transferred the balance of the goodwill 
account into their plant account. 

4. They carried that on their books as goodwill 
acenunt and then transferred it into plant account 7? 
A, Yes, after cherging off in relation to these 

\4tems that appear in the $2,191,000., $1,903,169.95, 
$1,350,000. to the goodwill account and $585,000., I 

25 | think it was, to contingent reserves so the goodwill 
account was reduced from the amount on tle books by 
charging off part of this preceding amount to goo dwill 

Q. I see 7? A. In the first place they ha 
set it up as an asset -- 

30 Q. At a larger amount -- A. At a larger amount 


than they paid for it. Then they charged it off again 
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goodwill to the extant of $1,339,000., I think was the 
amount and a further balance of $580,000. to some re- 
serve accounts, further reserve accounts. 

& This was the balance in the goodwial account 
and it was transferred to plant account ? A. Yes, 

Q- Therefore not being cost of plant you take it 
out again ? A» Yes» 

Qe Then there was the appraisal write-up of 
1923 which you mentioned yesterday of $7,500.-- 

Ae . $7,500,000. 

Qe $7,500,000.; so that you deduct from ths 
amounts charged in the books for plant and machinery | 
thesam of $15,254,3571.28 leaving the net actual cost 
according to your ealadbe vce of $28, 424,855.78 ? 

Ae Yes, sir, 

we Then, over the period of years the company has 
written off from profits how much for depreciation ? 
A.  $19,865,990.66, 

&, And to repairs account ? A. That was not 
repairs, It was an item ao plant charged to repairs 
account and then finally transferred to profit and 
loss account, $1,055,886.14. 

Q. You say that was plant charged to repairs ? 
A. Yes, and then finally cherged to profit and loss. 

Q. Then, finally taken out of profit and loss, 
all right; then, the profit and loss account -- 

Ae $1,983,434.61 charged direct to profit and loss 
account. | 

&. That is for -- As Plant. 


Q. For plant and equipment ? A. Yes. 
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“profit and loss had already been charged for the wel- 


s plant and machinery ? | A. Yes. 


&. Then, welfare account ? | A. There was 
$38,159.68 charged off to the welfare account which 
had been set up out of profits prior to that time. 

THE CQ@MISSION'R: What does thet mean ? 

BY MR.McRUER: Q. What do you mean by charging 
it off to the welfare account ? A. They had t 
Dalance in the welfare aceount and they just charged 
it off to the welfare account. 

BY THE COMMISSIONER: 4. What is the welfare 
account ? A, I don*t know what it-was. It was 
an account set up on the books that created a balance 
and they wrote this eff to the welfare account instea 
of charging it off to profit and loss account. 

BY MR.McRUER: Q. What I want to get at is when 
say they wrote it off how does it get into plent and 
machinery ? | A. It was in plant and machinery 
and they wrote off plant and machinery to the welfere 
account. ‘They credited plent and machinery and 
charged to the welfare account. 

2. It was really a transfer from welfare ta 
plant and machinery ? Ae No, a transfer from 
plant and machinery to welfare. 


.. Ané then to profit and loss ? -A.e The 


fare. The welfare account had been set up out of pro 
fit and loss. 
Q. Well, according to the books that had- been 


charged to profit and loss account to be used for 


~~ Q@, That is what the books would show? A, Yes, 
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It indirectly gets into profit and loss account. 


} 
| 
“+ I see, but if the books be true the money | 
that was spent on plant and machinery was taken from 


the welfare account ? Ae No. 
- BY THE COMMISSIONER: Q The welfare aecount was | 
taken out of profit and loss ? &. The money had 


| 

| 
already been charged -- the money had already been | 

Spent for the plant and charged to plant, They wrote | 

off part of this plant to this welfare account which | 

k 10 bed been set up out of prefits previously. | 
MR.MCRUER: Well, it amountéea to the same thing | 


as if they had taken so much fron welfare and charged 


to depreciation, 


OE revere 


BY THE COMMISSIONER: @. or so much from pre fits? 
15 | as oem | 
&. It comes back to your profits ? A. It 
is just an indirect way. It is really a profit and 
loss charge. It is just put here to identify it. 


X, All these items you have given as write-offs, 


20 || they 811 come out of profit ? As All of them 
with the exception of the contingent reserve item. 
BY MR.MeRUER: Gy Where cid that come from ? 
A» That come out of the reserves taken over from the 
old companies. 
25 , 


Ne By the old companies ? A. From the 


old companies, 


%+ Although it may not have been profits of this 


30 ompanies ? A. Yes, of the preceding companies, « 


. ; 
company it would be very likely profits of the ola 
eserve set up out of profits. 
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the peried of years amounts to $29,506,950.95.? |. 


| A. Yes, sir, 


12676 Howson 
Qe They would be reserves that were existant and 


alive at the time the old companies were taken over by | 
the new company a As Yee, 


Fas 


we SO that the total amount so written off over 


SERA SLR ANYON ISI! RIZE FORBES ES UB VAS ATW SRN NSP SE FE CONT CE CURVING 9. RRR HO 


we Leaving according to their books a value in 
the assets of $4,917,904,83 ? As Not. accordin 


to the books, according to this caleulation based on 


have been made ? 4. That is correct, 

Q- And the particular adjustments that we have 
reference to are the deductions you made for the write 
up on the appraisal,the transfer to gocdwill, and the 
excess of book value over capital assets ? Ae Yes, 
sir. 

Ge Now, after taking depreciation, fer instance, 
of $19,965,990. we find that according to the insurance 
appraisal made in 1936 the assets still have the value 
of $22,183,000.? Ae Yes, approximately, 
ge ond when you take that figure as a basis you 
ere taking it on bricks, mortar, machinery and every- 


thing else as valued for insurance purposes ? A, Yes, 


and adjusted in accordance with this statement. 


Ne Yes, with the adjustments, the additions and 
sub-structures and land which, of course, did not come 
into the insurance appraisal; they do not appraise the 


ib-structure or the land for the purpose of insurance? 


the books, 
we According to. the books after these adjustments 
No. 
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Qe And they do not come into this insurance ap- 


praisal ? A. No. 

ae And to get your basis for the land you take 
the appraisal of 1920 they had used for the purpose of 
this basis fe the inflation ? A, Yes sir. 

Qe And if land in the city of Montreal and there- 
abouts has increased in value sinee 1920 the company 
has the benefit of all that in your method of calceu- 
lating this ? A. Yes. 


h 10 «« Now then, we gofo page seven, which is a sum- 
ary of operations. You deal with the whole of the 
common stock there, that is, the original issue and the 
subsequent issues ? As On the cash basis. 

Qe Om the eash basis, that there was $6,275,-- 
iM THE COMMISSIONER: 375, 
Ma.MeRUER: I beg your pardon, $6,375,000. paid 
ine ?.s ‘i Y@s% 

Q&» Of that sum or as against thet sum there is 
outstanding at the present time how much common stock ? 
- Ae DO you gant the number of shares or the book value? 

Qs the mutber of shsres ? Ae 225,000-— 
was 1% 225,000 or 275,900 ? 

MR. BALLANTYNE: 225,000 is right. 


25 THE WITNESS: 225,000 shares. 


| 
BY MR.MeRUER:. 4. Yes; ef that 225,000 shares 
five-ninths would be issued es ageinst the original. 
: investment of $500,000 ? ‘geet MaoYes. 
.* Five-ninths is how much ? A. Five-ninths 
30 jis a rough pereentage. It is not exactly correct, 


Q» Well, it is pretty close to correct, anyway 
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A. Yes, I think the shares would be 136,000, wouldn't 
they ° 

Q. I just want to get th:t figure for our recora 


A» 150,000 sh res of the 225,000. 


Q- Now, of the $6,375,000., $5,875,000. would be 
invested by -- we might call them subsequet investors 
and $500,000. by the original investors ? Ae In | 
common stock, 

«, In common stock, yes, that is what I am aty bu 


10 || the people who invested the $5,875,000. got for their | 
investyent 75,000 shares but those that invested | 
$500,000, ef originally got the equivalent of 150,000 
shares. Now then, on this statement you go on and 
analyze the earnings applicable to common stock and yo 
, make allowance for the aporaisal and it shows the ap- 
proximate profits earned during the period on common 
stock to be $45,952,521.33 ? A, 881, 

Q. $45,952,581.55 7 A. Yes sir, 
is GC. And you have a memo re depreciation and repai 
charges. During the period from 1905 to 1936 the 
| repair charges -- the depreciation and repair charges 
amount to $35,435,658.01 ? A. Yes, 
sir. 
25 Q- Mr. Heward suggests on the figure for the 
number of shares now outstanding as against the ori- 
ginal issue, the original investment of $500,000.-- 

MR. HEWARD: I don't suggest that. I suggest 
that five~-ninths of 225,000 is not 150,000, 
30 MR. MeRUER: It should be 125,000, not 150,000. 


| our arithmetic is out. Now, just referring to pages 
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7 and 8 again the actual cost of the plant and 


machinery after you have made your adjustments as 


ernest es HENRY RATA nen SAARI ste 


against the appraisal write-up, the transfer to good= 


wili and the excess of book values, is shown to be 


eee meson are rene te tte gaat woeeeneee tee cme 


5 $28 ,424,855.78 ? Ae. Yes sir. 
++ Cn that actual cost the total amount charged 
to repairs and depreciation as per page 7 appears to 
be $35,435,000.? A. Right, 
ve And according to the insurance appraisal afte 
: 10 additions have been made for land and sub-structures 
it is still worth $22,183,633. ? A. Yes, on 
thet Gente 
<. SO it would rather look as though my sug- 
gestion thet dppreciation is excessive sometimes has 
got some foundation. Now, I want to give some attent 
now to the eventful year -- to an eventful year in 
this company's history, the year 1933. 
THE COMMISSIONER: We will defer thet pleasure 
for a few minutes. 


~~ The Commission adjourned for <« short recess. 
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we Now, in reference to the operations of this 


Company, particularly during the years 1935, 1934, 
1935 and 1936, we have been told in the evidence that 
the Company made a general reduction in wages in Apri 
1935, that varied from 15% at least down to something 
less, and Mr. Gordon said it worked out on an average 
of about 10% but it was not a straight 10% reduction, 
Now, the fiscal year of the Company ends on the 3ilst 
of Mareh, does not it? 4 Yes, sir, 
10 we So that the years dealt with in your statements 
1933, for instance - would be the year 1932 from the 
ist of April on and the year 1933 up to the 3lst of 
March? _ A. Nine months in 1932 ana three months 
is in 1933, 
ve Let us look at these statements for a moment, 
page 11 in Exhibit 917 first, in reference to the 
profits that the Company had during these periods, 
First I am dealing with malo, "re profits"? A. yes, 
au gs Now, if the wage reduction was made in April, 
1933, the year's operations covering that period would 
be shown under. the heading 1954? 4, If the reductio 
was mace after April lst, 
35 Ne Well, it was in April, 19339 A, Yes, 
ve SO that the yearts eperations for 1934 would be 
the first one. te leok at to reflect the profits of the 
Oompany after the reductions The gross profits 
| before depreciation was what percentage of sales in 
30 
934? » der Blads 


v- In 1933 it had been what? A. 1302 
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Q. In 1932? Ae 11e3%. 
Q. In 19317 A. 15% 
Qe In 1930? Ae 1669 %e 
Qe In 19297 Ae 1662 Le 
Qe In 19287 A. 1648 %, 


Q. So that in the yeer in which wages were reduced 


the gross profits was at the highest point it had been 
since 1927 - that is correct, is not it? 
THE COMMISSIONER: Q. It was higher than it was 

in 1920? As Yes, 

THE COMMISSIONER; It is the highest of any year 
in the whole seale, 

MRe MCRUER: Q. That is the gross préfits before 
depreciation, Now, the gross profits after de- 


preciation in 1934 was what? A. 143%0 


w- And that is on sales, of course? Ae Yes, on 


the same basis, 


Qe And the net profits after depreciation in 1933? 


Ae Te%e 
Q. In 1932? As 116%. 
q» In 1931? AL 1066%- 
Qs In 1930? Ae 1049%- 
Q. In, 19299 As 10e9%- 
%. In 1928? A. 11e2%s 
Qe In 19277 Ae 153% 


Q. So that it was at the highest point it had 
been after 19277. A, Y@Se 
MR. GEOFFRION: Do not you think 1933 is more 


material to this question? 
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| MRe MeRUER: No, because I am dealing with the 
year in whieh you reduced the wages. 

MR. GEOFFRION; We reduced on the wages cn what 
we knews 

MR. MeRUER: You did not restore on the basis of 
what you found out afterwards, I am going to deal 
with how you reduced your profits in a moment. ie 
have 1933, we have the whole pictures I will put it 
all ins 


10 
Qe. Then we come to the net trading profits available 


for disposition, percentage of SsaleSs Now, this is 
the net trading profit in 1954? A. 1lle7%e 
Qe in 1933? . A. 3.8}. 
* Q In 19327 Ae 86%. 
Qe In 1931? Aa 7e4%e 
Q» In 19507 A. Bxdh- 
Qe In 1989? he Bab%e 
i Q. In 1928? A. 808%. 
Q. In 1927? As 1323%. 
Qe So, again, the net trading profit available fo 
Cinpont ++ 68 in 1954 was higher them it had been at an 
timé -wotgll the year 19375 aut 
Fe Qe Now, I Botine that there was a decline in 
interest on outside investments ~ that is, investment 
ne the ala engaged in the capital operations 
of the emitaials between 19351 and 1954 amounting to 
30 ayous 9280, 0002 Ae Yes, ait, one was q7al, 952445. 


in $953, and | $44, 572052 easé-thes in 19345 
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: Q.- So that income on their investments had decline 
by about 33%? A. Yes, a little more than 334%, 
about 40%. | 


Q-» But their net profits on sales in 1934 in the 
business of this Company was at a higher percentage 
than it had been since 1927, Well then, we will deal 
with this matter on another basis, Go to page 13 of 
this Exhibit and let us deal with it on the basis of 
the net revenue fran trading applicable to common stock 
to common share equities é@mployed in operations, 

Now, that is the percentage of profits taken on the 
amount of capital employed in operations? A. Yes,sir. 
as made up on the previous pages 
Qe Yes, that is after you have taken out good 

will and all other inflations of that sort? Ae Yes, 

Q- Now, the percentage of net revenue to capital 
employed in 1934 amounted to what percen t? A. 42% 
20 iThat is net revenue from trading. 

G- Yes, I am leaving out of consideration the 


revenue fran their investments in other enterprises, 


The year 1933? A, There was no net revenue. 

a Ge There had been? A. The trading profits 
were more than taken up by the bond interest and 
preferred stock dividends. 

THE COMMISSIONER: Q. what were the dividends paid? 
A. The preferred stock dividends, they were $135,842, 
30 | §. ‘Were there no common dividends? ‘A. Yes. 


a say, where were they taken from? A. From 
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accumulated surplus. 
MRe MCcRUER: I am going to deal with it on the basils 
of payments to holders of common stock later, 
THE COMMISSIONER: Yes, because you see they kept 
5 them right up, kept them right up to this year, includ- 
ing this year. 
MR. MCRUER: I am going to deal with that aspect 


of it in a few moments, At the moment I am dealing 


with the trading operations. 


10 
Qe Now, in 1932 the percentage of net profits to 
common stock equity was how much? Ase 2005% 
Q- In 19317 A. 11e6%0 
Qe In 19350? A. 162%, 
te Ge In 19299 A. 14.99%» 
Qe In 1928? A. 1746%. 
Q. In 19277 A. 31¢3%. 
Qe So that in 1954, the year that the wage reductio 
ma was put into effect and maintained throughout the year, 
the yeroontege of net revenue to common share equity 
was at the tig point that it was for the whole ten- 
year period? A. ‘Yes, sir, 
Qe And not om * et the en sk ut but twice as high 
25 . 


as it was in 1952, almost four times as high as 1951, 


three times - not bh rpby- three times - as high as 19506 


Three tines as 1929 and over ‘wise: as high as in 1928 

and a third higher than 1927 Now, an interesting 
30 ad uk is & comparison with the next line in }934. 

The varctntawe of total net revenue to common share 


equity is show in the last line? Ae Yes, sir, 
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Q. That is, after taking into ec nsideration the 
return on the outside investment? A. Yes, and als 
taking inte consideration the uae of income taxes, 
ih 4.7% wonder hoy ak ths interest in outside invest 

ments reduces the percentage of return and how much it | 
| is reduced by income tax? A. Well, we can figur 
that out on the basis of total net income, 
&» I would just like you to make a note to figure 
| 10 || that out because it appears to me that the retum got 


from outside investments was very much less than the 


return on the common stock equity in the company itsel 
A. That is in relation to outside investments --< 
Qe In relation to investments in outside investmentb- 


the return they got on the investments outside the 


company was very much gweater than they got inside the 

Bompsay bi we | a 

| THE COMMISSIONER: That is shown herés 
si THE WITNESS: ‘The pains I am making there is that 
the income tax is deducted, this figure is after the 
income i@ deducted. 

Qe Fran the whole thing? Ae Yes, Mr. McRuer 

is axing me now for total net income, 

MR. MeRUER: I would like to jd gn Dye a the 
capital acctad outside and eheitad vested inside 
Py ie Se Rig cae, Mo see how this company was 
comparing in the Sepeatsion’ wit other corporations that 
q cas saw 244 to evade ta, | 


THE COMMISSIONER: That they had seen fit to invest| ina 
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-—————— 
MRe McRUER:. Yese 


Qe Now, come back to the subject of dividends - 
not an unpleasant ones I will take the fiseal year | 


1933 - the dividends paid on preferred stock amounted to 


5 how much? A. $135,842, 
Q. Of common stock? Ae $1,282,500. 
ve And during that year you told me a little while 
ago that the percentage of return attributable to the 


original investment of $500,000 was 142447 A. That i 


a the dividends? 
Qe Yes, Then in the year 1934 the dividend paia 
on common stock amounted to how much? A. $1,080,000. 
Q- And on the preferred stock? A. $135,842400. 
15 Q. Or in this year in which the wages were reduced 
a dividend was maintained on the stock issued as again spt | 
original investment of $500,000 at the rate of 120%,- 
; that is correct? Ae Y@S, 
- MRe GEOFFRION; Pardon me, what is it? 
MRe MeRUER: The dividend on the original shares 
issued for the original investment of $500,000 was 
120% in the year they reduced their wages, 
MR. GEOFFRION: On that basis, sae 
4 MRe McRUER: Well, there is nothing wrong on that 
basise . I have the best authppity in Canada on it, 
MRe GEOFFRIGN; Oh, no, 
MRe MCRUER: Q. And in the year 1935 - when was th 
30 4% increase? Well, in the statement of 1935 43% 


of the wage cut was restored, It was a Sincrease, 
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that would be restoration of 43% and that is all that 
has been restored so far, " That would be in the 
fiscal year 1935. ... In the fiscal year of 1935 

the common stock dividend was increased by how much? 


A, Was increased by $270,000. 


A, Yes, sir. 
Y And the rate of dividend on the stock issued 
| @S against the het ginal investment of $500,000 was 
150% There had been a slight cut in the cosmon 
dividends paid in 1932 and 1933, There was 100% 
| restoration of the common dividend - that is correct? 
| A. Yea, 


QeBut the cut in the wages was only restored by 


45%? 
THE COMMISSIONER: 45%, is that right? It was a 
| 10% cut. 

MR. MCRUER: Yes, and then they gave a 5% increase, 
There is 53% on their wadex v4t31 not being paid on 
the basis on which they were paid before, 

_%e Now, there is one matter that I do not believe 
I cleared up, and I probably should have dealt with 
first thing this morning, that we were dealing with 
yesterday, and that was the depreciation that had been 
charged up to 1933 when the appraisal was made and 
the books were written up to the extent of $7,500,000, 
or the value of the plant rather was written up to 


v- So that it was put back where it had been beford? 
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| THE COMMISSIONER; Are you going to go into the 


whole question of depreciation now? 
MR. MecRUER: I was going to go into this one, now, 


It will take a lot of time. 


IRC RE A SERRE tA A NPE ACE ME AOR At RSA USHERS 


THE COMMISSIONER: Well, we had better adjourn. 


~~ The Commission adjourned at 12.30 A.M. to resume 
at 2ai5 Pie 
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The Commission resumed at 2.15 pom. 


G. BLAIR GORDON, Recelled 


EXAMINED BY MR. MeRUER: 


Q. .Mr,. Gordon, a few days ego in Montreal 
i examined you very shortly in regerd to what 
inventory reserves the Dominion Textile Company had, 
| 10 and et thet time we left the matter in s onewhat 
indefinite. shape, In the first plece you mentioned 
one specific reserve, Thet is I think stom on yar 


books, ani I just went to run over thet one for as 


moment in omer that I may understand it more 
15 


cleerly than I did et that time. You know whet I 
am referring to? 4, iI referred to two, 
I presume you are referring to one of those two. 
Q. .Yes, I mey heve cmfused then. In the 

first place you referred to one from whicha trens- 
- fer was mede to investment reserve. A. Yes, 
that is right. 

BY THE COMMISSIONER: Q. Is thet perticuler 
reserve called Inventory Reserve? Is that the name 


you give it? . _. & It is called e reserve 


25 
egeinst raw cotton. 


Q. Reserve ageinst raw cotton? 

BY MR, McRUER: Q@. Wewill deal with thet 
one which is called a reserve ageinst raw cotton. 
30 When was it first set up? 4, Well, it was set 


up, 1 emld not tellyou exectly when, Myr. McRuer. 
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It was carried at $1,500,000 from gome time I 
think prior to 1916 up to 19%1. I+ shows exactly 
in Mn Howsom's statement. 

Q. We just went to get it ell accuretely on 
the record now. A. I cen give you the deteils,. 

Q.° All right, &, The first reserve | 
get up ageinst raw cotton was in 1911, when in the | 
yeer ending March 51, we show $500,000 set up ie | 
raw cotton, 

BY THE C GLISSIONER: @. 1 em assuming these | 
ennus] amounts were teken out of profits ané@ put 
into this reserve, Is thet right? tala 
could not tell you, sir, from this document, just 
whether they were taken oot of profits or surplus. 

BY MR. McRUER: Q. Whether they ceme fran 
profits or surplus they would e ae out of pmofi te, 

THE CGiMISSIONER: It would not be the amuel 
profits. though. 

THe WITNESS: ‘They hey not heve been charged 
to profit and less sceount et all, If they were 
charged to gurplus account, it would not be taken 
frou the year's operetiong, 

THE COMMISSIONER: No, It would be out of the 
nb Gestitlgtat fund. Thet had better ve ascertained. 

BY MR. McRUER:) °° @.° Yes, I think we shoulda 
heve thet,A.You get thet ¢omé@ition exactly in recent 
years, in1953, ~ 

Q. Well, we will deal with 1923 when we come 


to it. dyst let us get the bistory of it, ani then 
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. 
| we will edd to thet where the funds came fran each 
| year, ' A. Yes, 

Q. We start off with 1911? — A. Yes, 


@. Whet happened in 1911? Ae The 


| 
| 
$500,000 wae set up in thet reserve. Then in 1912, | 
$200,000 wes added. Then in 1915, $300,000 was 
added, which brought it up at that point to 
“¥1,000,000, ‘Then in 1919, $500,000 was edded, ana 
in 1922, $500,000 was added, end there is a eross 
entry of $500,000 out in 1914, 
@. Soin 1922 it amounted to how much? 
“A. $1,500,000. 
Q. $1,500,000? A. Yes, and thet 
cerries on st $1,500,000 up te -~ 
BY THE COMMISSTONER: ' Q. ‘Ih whet Yeers Was 


there nothing in the reserve? A, Well, before 


1911, 
Q. Imeen afterwards. There seems to be a 
fep there. A. Iwill give it egeain. 


$500,000 was put in in 1911, $200,000 was added in 


1912, $300,000 was added in 1912, bringing it up 
to $1,000,000. In 1914, $500,000 wes taken out. 
Q. And put where? &. It does not show. 
Q. Thet left helf a million. A. Yes, 
end $500,000 wes putbaek in 1919. 
Q@. So there wes e period between 1914 iit 1919. 
when it was left et $1,000,000, “A. $500,000 
wes put beck in 1919, end $500,000 added in 1922, 


30 bringing it up to $1,500,000, and it stood there 
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until April 1, 1932, when $1,000,000 was transferred 
to the investment reserve. In 1936, in Merch past, 


$500,000 was teken from investment reserve end put 


eee rm FEC ESE AE 08S ARE ED DET REAR OO RANE MN aR TR 


beck to this reserve. 
Q. This reserve egainst raw eotton? A. Yes, 


leaving a net reserve of $1,000,000 egainst raw cotton. 


BY MR. ickULR:  Q. Of course, the $1, 000 , 000 
thet wes teken from the reserve sgrinst raw cotton 
and put to investment reserve was really transferred 
from the company’s menufecturing operations to its 
investment. operations, A. Yes, toput it 
thet way. lt was trensferred from one reserve to 
enother, It hsd nothing todo with operations. 

Q. Your rew cottm hed samething to do with 
operations. Your investments hed nothing to do with it. 
» Yes, in that gense, if youn wmt to meke thet dis- 
tine tion, 

@ SO the totel in reserve as ecainst raw 
cotton todey is $1,500,000. 4. No, $1,000,000 
toda y. 

Q. Oh, $1,000,000, yes. Then you have another 
reserve in reference to inventory discounts, whet 
do you gall that? . A. Well, we heve not any 
neme tor it. There is in effect a defletion of 
inventory velues creeted. 

BY THE COMMISSIONER: Q. I want to meke sure 
of this. We ere getting now to the second reserve? 
A. .Yes. , 

Q. And you told us at the beginning, you men- 


30 


tioned two reserves, in Mon treel or here, A. In 
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Montreal, 

Q. We have dealt with one reserve, that is 
egeinst rew cotton. & The other reserve i 
mentioned in Montreal specifically was investment. | 

Q. is thet the one yo are dealing with now? | 
You are referring to the two you mentioned in 
Mon treal. One wes investment reserve and the other 
raw cotton. Now wheat is the third one? 

MR. McRUER: it woulé like to nee this one. 
if it has not hed a neme before we world like to 
christen it now, 

THE WITNESS: I would say in effect there is 
created every yeser by our whole Me: tem of teking 
inventory some infletion or deflation in respect to 
merket or cost, klehevex is the lower, 

BY MR. McRUER: @. Yo say thet there is some 
infletion or defletion. We will deel with it in 
the sense that it is a reserve. 4. They are 
both in the seme year, and whether the outcome is 
a net inflation ora net defletion depends upon a 
greet number of factors entering into thet parti- 
euler year. 

Q. Yes, 1 wented to divide the question of 
inventory into the two espects, one raw cotton, 
the other in the inventory, ond the other in ] 
respect to the other aspect of it. I am trying to 
name the other aspect = & the moment, Ae The 
other area is process fees sin tin Sen Wired good s, 

Thet is the other section of the inventory -= 


and supplies, 
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Q. Process end menufactured goods? 
A. And supplies, 
Q@. And that is dealt with in two different 
ways, One in regerd to the raw cotton that is 
in process, end manufactured goods, and the other 
certain disc ants that ere put on them. 
A. The subdivision there, broadly, is between the 
goods in thet inventory, which might te termed 
merchandise, whether in process or packed, and the 
ie supply eccounts thet consist of brushes, coal, 
oil end thet ell thet goes into the mill operations 
Q. Well, I think meybe before we name this, 
we should get some intormetion about it. This is 
as e letter you sent to Mr. Howson, is it saith: in 
} respect to this matter? A. Yes, 
THE COMMISSION'R: Are you putting it in? 
MR. MeRUIR: It ig in, my lord, It is Exhibit 
945. 
20 THE COMMISSIONER: It is a letter of October 30th. 
MR. MGRUER: Yes, my lord, It reads as follow 
"I am writing this letter tc explain the 
delay in forwarding to you certein further 
information which hes been promised, I must 
25 state that the Royal Commission has been 
gitting here ell this week and, of necessity, a 
great part of my time has been spent elther © 
 teking pert in the proce bctings or following 
them, 


i? I-em preparing the memo deeling with our 
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method of inventory ve lustion, end hope to have 
it safficiently far advanced toattach at least 
2 portion of it to this letter going forwerd 
by to-night's mail. We ere also engaged in 
working on the information which Mr. Brickenden 
requested, viz., an explanation of the lerge 
encunts charged to the Repair Accounts of 
certsin mills in certain yeers. We heve dug 
back into our records and the memory of our 

10 operating officials and mechanical depar tment 
with a view to ascertaining the nature of the 
work carried out in those mills in those years 
Which might eecount for the repair charges in 
question, and we ere now trying to ecorrele te 
: these facts with our figures and give sa de- 
finite value to all the verious renovations and 
repairs which agcount for the total figures, 

I am hoping .that this will be mairfie iently fer 
enough advenced to get it of f to you early 

- next week as 1 understand the Commission propose 
toresume their sittings in Ottewa next Tuesdey 
(Noveord) end that, sometime during the week, 
your firm will be called upon to give evidence. 
25 1 believe that the metters I have tached 
on here are all that remein outstanding of the 
mess of information which you required from us, 
but if I em mistaken on this point I will be 
gled to heer from you further." 

30 And then there is a further letter of Ogtober A, 
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"Dear Mr. Howson: | 
I om attaching herewith the beleme of 
the Memo, re Method of Inventory Velus tions, 
the first pert of which went forwerd to you last 
night under cover of my letter of the sane date. 
I trust the informetion nowin your hends 
in this connection will mffieceé for your purposes" 
The menorendum ig in two parts. Sheet No.l is 
| | dated October 20, 1936, ani reads es follows: 
- "Mexorsndum re Method of inventory Ve luation 
| The whole Inventory oan, firstly, be 
looked uvon as lending itself to sezregetion 


into twomain divisions, viz.:- 


4, Those sections of the inventory which 


are related to our basie raw materials, 

i,¢., Cotton, or less important raw material 

such as Rayon and Wool; 

B. Those sections which are not relsted to 

rew ma teriels, 

in the first division, of course, is our 
Stocx of raw cotton, end then follows cotton in 
process mk of menufacture end then semi-menufac- 
tured or completely ma nufes tured cotton goods, 

5 It is sometimes aiffisult to say whether soods are 
semi-menufactured or completely manufactured, 
Yerns, for example, ere sold as such, or further 
prosessed into cloth. Grey cloth ts sold es 
such, or further pro essed into bleached, dyed, 


30 and printed goods by the yard. Bleached white 
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goods, méh 6s sheetings and pillow cottons we 
sold as such, or further processed into sheets 
and pillow slips. 
In the second division is included the 

5 many hundreds of different k inds of supplies, 
&G., required for the operation of manufacturi 
plants end the cerrying on of the business 
generally, such es heardwares, coal, oil, 
Stationery, &c., &¢., as well es perticuler 

10 itens, suchas starches, chemicels, dyestuffs, 
&e., peculiar to the cotton textile business, 

All values applying ageinst items in the 

firet division ere related to the velue of 
rew eotton, but, here egein, a definite dis- 
tinction if mede between the basis of wlues 
for raw cotton as such, and cotton which has 
been put into process or become seni-menufec- 
tured or completely monufactured goods, It 
has been our prectice to look upon raw cotton 


in the bale as being s highly liquid asset 


end, therefore, worth the market value obtaining 
in the raw cotton market at the time of 
inventory less a fixed reserve to provide 
ageinst sudden fluctuations in market velues." 
@.Thet is the reserve we heave just been discusd ne, 
the $7,000, 000 reserve ? Ae Yer: 

Q. It goes ont 
"Once the rew cotton passes out of the bele 

30 into process, we cen no longer look on it as 


being of liqmid worth since it may be weeks or 
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| months before it reaches s:leable form, and, 
even then, there mey bs little demnd for the 
type of goods it has been made into, 

As the cotton market has been known to 
teke very wide fluetuetions in the space ofa | 
few weeks, we heve fainied our Process Inventory 
Velues on.e fixed low point in raw cotton meret 
history. This value is used with increments 
for the various stezes of process to r epre se nt 
the additional expenditures required to edvance 
the cotton fran the raw ¢ obton a tate to each 


stage of mmufecture. The values used for 


semi or completely menufactured goods have been 
in effect for many yeers on the individwml 
cloths which have also been in existence over 
those years, From time to time new cloths imve 
been given suitable values by interpole tion 
between the ve lues of existing similar cioths," 
THE COMMISSION:R: It sounds scriptural. 
MR. McRUER: Yes. Then the next portion of 
the memorandum follows: 

"Still deeling with the first division 

of the inventory, there ere for each mill 


summery discounts econsistine of fixed emounts, 


set up many years ego, which ere deducted fran 
the ‘'fece’ value of the inventory when it reach¢ 
Head Office. The mill offices in the case of 
certain departments, after arriving at a va lue 
of the inventory for that department, subject 


it to a fixed percentage discount, This is 
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~€eerelly applicable in the case of departments 


such as the Wea ving department, where the quality 

of the goods has been Set but where it ig stil 

unknown whether that quality is Firsts or See nds, 
With respect to the values in the second 

division, com ris ing Whetmgy be broedly termed 

Supplies, our practice is to use the cur rent 

maTket unit values for the verious items, and 

the totel value of that g@roup of itens is then 

subjected to «5 bercentege discount whieh, while 

steady for the SPoup, wries between one & roip 

ang enother according to the neture of the 

items in each &roup. Corl is not Subjected to 


sny discount, but is taken st full merket value, 


The general ran of Supplies, not likely to be 
influenced by changes in Style trends, &O., are 
sabjeeted to s fixed percentage discount of 

25 per cent. Certain types of Supplies of ‘en 
ulmerketeble noture, or which are liable to be 
rendered obsolete a gl ow moving by reasan of 
change in style of g00ds, &¢., such es cer tein 
classes of dyestuffs, are discounted uw to 75 


per cent. 


You will appreciate from all of the fore- 


— that there is ‘a tena eney during the course 
of our fiseal year (We teke inventory of the 
first division four times per yeer, end, in the 
Second. division, twiee a year) for the fluc tue- 


tions of inventory quentities to increese or 
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decrease the total effective discount embodied 
in the inventory, ani this tends to obseure the 
real trend of operationg. Ag bet ween one year 
and another, this effect is not at all pronaine ed 
since our fiscel year slweys ends et the same 
Vime, hemely, Merch 21s a end the seasonal 
elenent is not e fector, We ere, however, 
plenning in future to elimins te even the effect 
of seasonal variation in inventory quentities 
during a fiscel yeer by esteblishing a normal 
quentity level et steges of the inventory, e bove 
Wiich additional qentities will be valued at 
actuel cost of proiuetion, or vice verse if the 
inventory drops below those levels it will be 
debited with the difference between regular 
inventory values ani actual eost of production, 
This p roeedure gs howld prevent our showing a 
fictitious profit in the evant of inventories 
being abnormlly low at a certain querter during 
the year or, on the other bend, en unus uelly 
large loss at times when the inventory is 
abnormally high." | 
Q@. Now, My, Gorden, il went to seeif we can 
get some explane tion of this. A. A few things 
occurred to me, Mr MgRuer, as you were reading it, 
end I should like torefer to them now, if Imay, to 
get them straight. 
Q. 5 ™ A. The letter refers, broadly, 


to semiemanufactured goois as not having a definite 
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relationship to raw cot ton values. 

Q. Yes. &. Theat should be meade more 
Clear. It should say, seni-mnufactured goods 
after they leave the grey mill, after they leave our 
spinning end weaving mills. Thet should be added 
there to meke it ebsolutely clear, because it is 
true only of these seni-menufac tured goods after 
they leave the grey mills, 

Q@. That is, there is this definite relationship 
tha? 4. As soon as they ere at the grey 
mills. The other point wes thet in the memorand um 
I sey that we only teke ean inventory in the s eoond 
division twice a year, Of course, we must have some 
inventory in between quarters, but we only teke « 
final inventory twice a yeer. We heve, however, a 
system thet gives us a figure for inventory purposes 
in the first end third querters, 

Q. Now just to deel with some of the iteus in 
order, you dividé the inventory into two divisions: 

"A. Those sections of the inventory which arr 

related to our basic raw meteriels, i.e, 

Cotton, or less importent raw meteriels such 

as Reyon and Wool;" ; 

We ere dealing now with goods in proegess and semi- 
manufactured or menufactured goods, A. Well, you 
stert off with raw cotton in the bele, 

Q. No, no. A. The very first one 
naturally is raw cotton. 

Q. Yes, but dealine with raw cotton the wey y a 


heve dealt with it, merket or cost, whichever is the 
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lower =< & No, sir, market, 
Q. Merket? Oh, I see. A. At Merch 31, 


Q. Market as of Merch 31, ani you have sgainst 


it en inventory reserve of $1,000,000 ? A. At the 
present time, yes. 

@. At the present time. Can you tell me what 
your total rew cotton on hend emounted to on Merch 
lst of last year? A, Yes, I think I can tell 
yo. Do you went the exact fieure? It would be 
ebout 21,000,000 pounds of raw cotton on hend, 

G... 21,000,000 pounds, and the morket for rew 
cotton et thet time wes whet ? A. Abmt 11,20, 
your rew cotton future merket. The actual price / 
i think was 12,40, including the premium for tended. 

Q. But your inventory velue, the value you put 
in your inventory for raw cotton? &. The 
averege for thousends of deseriptions wes 12,40 sents 
@ pound, speaking fran memory. Thet cold be checked 


but I em pretty sure it is right, 


Q. Then the inventory value of your raw cotton 
smounted in dollars and cents to $2,600,000 ? 
&. Yes, in round figures. 

Q. And you had sgainst thet a reserve of 
#1,000,000 ? A. Yes, but you must remember 
thet that figure of 12,40 cents a pound mey heave also 
repres@ited some infletion above the sctual eost 
of the cotton. 

Q.. Mr, Howson tellsme that it is in your ques= 
tionnaire, inventory on hend et thet time as 
$2, 700, 000, A, Yes, there was $100,000 of 
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Q. We may teke it as $2, 700,000, and the reserve 
is $1,000,000? A. Yes, 

Qe Now to proceed with this explenation in yar 
menorandum. You say: 

5 owl "11° ve lues epplying erainst items in the 
first division aré rél-ted to the value of raw 
cotton, but, here egein, e& definite distinction 
is mede between the basis of values for rew 
cotton as such, and cotton which has been put 

10 into precess or beso on semi-manufec tured or 
completely manufectuted goods," 

Now you.do not wee the game besis for inventory value 
after the raw cotton is put in process? A. No, 

| not once it l eeves the bale. 

Q@.° The besis you teke then is the low price ‘of 
rew cotton for whe t shell we Sey, the history of the 
ec onpeny? A. Yes, I think so. It 
Mey not be sbsolutely the low point of the merket, 

Q.  Byt it is pretty close to it? A. Fairly 

- ¢ lose, 

Q. Whet you heve teken ectuelly is 5 cents, is 
it not? © - & Five cents, bat it wrks out to 
6, awakes a pound after you put on the average 
basis for the cotton ss it exists. Yar heve to dig- 
tinguish between future a dee’ velues and actual 
cotton values, because one ig & perticuler class of 
steples, end the everece Side riacén’' added by the pre- 
mium, the everage grede of Staple being higher than 


30 || the New York stanéerd merket, is 1,4 cents a pound, 
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BY THE COMMISSIONER: Q. ‘het ig 1.4 cents a 
pound above market quotations? A. Yes, my 
lord, | 

BY MR. McRUER: S. That is, if wecomere it 
wi th the m-rket price, we should take five cents, 
because to the merket price would have to be added 
the premium? . A. The only pant is theatifr 
you compare it with Mareh @ inventory price, you 
have to take 6,4. 

Q. Quite right. It depends what two figures 
we ere camparing? ‘4. Yes. 

Q@. You go on to say: 

| "Tt has been our practice to look up on 

rew cotton in the bale es being a highly liquid 

asset end, therefore. worth the merket va lue 

obt aining in the raw cot ton market at the time 

of inventory less a fixed reserve to provide 

ageinst sudden flue tuations in market velues,." 
Do those words "less e fixed reserve" simply refer 
to this reserve of $1,000,000, or does it mean a 
discount? Ae ‘No, it means that $1,000, 000 
aS it exists today, and the $1, 500,000 as it was at 
enother time. 

“BY THE ¢ OMMIS SIONER: : G. You oy to the raw 
cot ton reserve?” wk, hens en 

BY MR. McRUER: You regera raw cot ton Ht 
e highly liqiid asset end ther efore worth the 
market value obteining in the raw cotton merket, 
end-you had a reserve in 1936 of $1,000,000 as 


against a $2,700,000 inventory ot raw cotton. 
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A. Thet was the inventory at that particuler date. 
It hed been a good deal higher in Jenuery. 

Q. Your reserve hed bem higher toc, 
A, In the course of the @tire year the inventory 
of raw cotton exceeds thet by almost, I should sey 
it micht be 40 per cent higher than that at times. 


Q. There ere one or two points on the next 


sheet I wish to refer to. You gay: 


"Still desling with the first division 


| is of the inventory, there are for eaeh mill 


| Summary Discounts consisting of fixed amounts, 
set up many yeers ago, which sre deducted from 
| the 'tece’ value of the inventory when it 
resches Head Office." 
15 Now you are still dealine with -« A. We ere awa 
from rew cotton now, We are m process and manu- 


factured goods. 


“Q. Proeéss end manufactured go od8. 
BY THE COMMISSIONER: @. Have you got mpplies 
20 too? A. No, sir, the supplies are not in 
that section. These Sumasry Discounts are actually 
applied against process and pack stock values, 
~~" °BY MR, lcRUER: “<Q. Let us uni erstend that, 
Before the inventory reaches head office, it is 
” subject to Summery Discounts consisting of fixed 
amounts at the mills? A. No, that is not the 
wey it reeds. It is subjected to percentage dis 
counts et the mills. 
Q. You say here: 


30 
"Still dealing with the first division 
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of the inventory" -- 

The t is gocds in process. A. Inelwiing the 
Taw cotton, but we he ve finished with rew cotton, 

@. It goes on: 

“there are for each mill Summary Diseounts 

consisting of fixed amaunts"-- 
A,” rea, 

Q. It goes on: 

"e- get up many years seo, whith are deducted 

from the 'face’ value of the inventory when 

it reaches Head Office." 

A. Yes. 

BY THY COMMISSIONER: @. Theat does not 
affect raw cotton? A. Wo, thet is deali 
- with proeess goods, 

BY MR. McRUER: Q. The rew cotton is composed 
partly of goods in process now? &. . Not 
that perticuler raw cotton that we tseke the inv ento 
on, but some raw cotton that wes there before that. 

Q. I went this perfectly clear, thet the raw 
cotton we heve dealt with so fer for the purpose of 


inventory is rew cotton that is on hend, and not 


in ‘process. A. No, that is raw cotton in 


25 the bale, untouched on March 21, 
Q. Theat is wheat I-mean. On March 51, there is 
$2,700,C00 of raw cotton.  Thet is the velue put mm 
rew cotton in the bele and untouched. Against that 
you hed © reserve of $1,000,000? Ae . That 


30 
is right. 
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@. And distinet from that you have goods in 
asus ess, and we are going to tae with thet. 
be | Goods in process and menufectured, 
Q. And manufactured, and we sre zoing to deal 


with thet. A. Although it reds go 


much raw cotton, if you like, it wes some raw cotton 
at some earlie@ date, 

@. Oh, quite so. The first Step is to teke 
the inventory nee put whet you cell a facco value on 
hd it? A. Yes, to arrive et the value on the 
besis of a veluetion, 


@. And what is the besis of tie veluetion? 


A. The basis of valuation is to stert off with Trew 


cotton in the bale at 6.4 cents e pand on the 
evereage, 
Q. Yes; A, We make a division right 

through of mills where it applies upon cotton, 

: Q. dust a moment. You Sey ell mills where it 
36 applies. Is there eny qgualifica tion on thet? 
A, Only in this. respect. It wi im be perfectly clear 
thet we make a distinction between raw cotton 
shorter than 1-1/8 inches md raw eotton longer then 
the t, 
25 S. Whet is the distinction? A. We teke 
rew cotton shorter then gh inches st 6 eq@mts a 
pound, 8 terting off, md, longer than 1-1/8 inches 
at 7 cents @ pound. In some mills you find both 
cottons, md re other milis Only one or the other. 


30 Thet follows right through, Thet is the basic velue, 
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if you teke end follow that cotton through the 

mM mills to your spinnine bobbin, where it bee anes yem, 
thet besic veiue of 6 or 7 cents a pond, whichever 
it my be, hes become greeter by the weaving. So 

5 looking at the velue of the yarn et thet point the 

6 cents my become 7% cents, and the 7 cents may 
become 9 cents if it is combed. yearn, 


Q. Roughly there is 20 per cent for waste? 


| 4. On carded work the usual is 16, and on combed it 


10 is es high as 30, 


A, You texe 6.4 cents as the sverage betwem 6 end 7 
because we have more shorter staple than longer, 


Qe. You value the rew cotton then at 6,4 ? 
@- We will deal with it on that besis, Thet 


se is the first step in orriving et the inventory vwlue 
in the grey? A. Yes, 

Q. What do you do next? As. You edd 
to that 6.4 the edded value creeted by teking the 
weste out. it takes 1+ pounds of cotton to meke a 

- pound of yarn. 

Q. You add to the cost of cotta the weste? 

&. And bring it'to the intrinsic value of the cotton 
represented in a pound of yam. 
‘= Q. In adding for the waste, do you go on the 


basis of 6.4 cotton or on the basis of the te rket? 

4. We go On the basis of the 6 or 7 Gent cotton, 

whichever happ@ms to be in that particular run of work, 
Qe. You take the lewer figure when reekoning the 


30 waste? |. Ae If the yom is made up of 6<cent 
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cotton we work on ai 6=cent figure, em divide by 
64. If it is 7-cent cotton, if finer then 40's, we 
woulc divide the 7-cent figure by the 84. 
Q. But you do not teke the m-rke t value? 
5 A. We do not go back tc the 5 emts, 
@- I do not meen the 5 cents, I mean the 
inventory ‘citi of raw cotton. You do not appraise 
the waste on the basis of the cotton in the bele? 
Ae i do not follow you there et all. Yousre 
10 telking shout the weste es such? 
Q. Yes. | is | i em telking ebout cotton 
waste, as a waste vwlue, 
Q. I em talking aebomt losses, There is 20 per 
cent loss, we will say, for waste. When you ere 
° figurine thet to see whet the loss ee been, you 
figure it on the besis of 6 cmts, if you ere working 
on the t besis? A. Yes, you divide 6 by .80 
in that case -- multiply by 100 and divide by 80. 
Q. Then proceed to tell me what the next step 
€ is. _&.. The next step is, you have yar 
intrinsic value of cotton as represented in thet 
extie le at thet point. Youhave to add to thet the 
cost of menufacture in carrying rew cotton from the 
bele up to the yam or up to the roving. 
i a Or wherever it may be in process ? 
Ae Yes, without putting on eny profit or selling 


expense, 


Q@. Yes? A. And thet is edded to the 
intrinsic value of the rew cotton to give you the 


value et that point in process. 
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Q. Does thet give you wht yo call in your 
letter the "face" value of the inventory when it 
reaches Eeed Office? A. It does so far ag 
grey mills are concermed, so fer es pinning ani 
weaving mills are ¢ mcemed, 

@. Then what hes to be dome to give you the 
face velue of the inventory in respect to the othe 
mills? 4&4. There the prectice hes been to 
stert off ona new plane of raw mterial values. 

The grey cloth, which is their basic raw mterial, 
they do not go bahind that. The start off with 
grey cloth. 

Q. How do they value grey cloth? A. They 
value it on a valustion that has been established 
as far back I think as 1910. if 

Q@. The seme value‘each year? A. Yes. 


@. This arbitrary value that is put on the 


grey c loth in the ¢ on verting plents is one thet has 


been constent since 1910 at least? A.fates. 


20 


Q. Ané what retio does it bear to merket? 
A. It has borne e verieble ratio to market. I 
think at times it hes been higher than merket, ss 
faras we can find out, | 

25 Q. Does it very often go higher than merket? 

A. It depends just how far the merket goes below a 
certain point. I donot know exactly where; I have 
not worked it out thet way. 

Q. I would like to know what would be the 


30 difference in any perticuler yeer. A. Thet cen 
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be worked out. In fact, Mr. Howson's partners ere 
very busy working it out just now. 

Q. I think it is probably the figure I have on 
the table here. 4. I heve not seen it yet. 

Q. That will give us thet result enyhow, and 
I think it is suffid ent for our purpose to sey thet 
in the converting plant the grey goods are taken in 
at this constant figure and have been since 1910, 

A. Of ath it wries between one Line and another. 
The grey figure is emstant inso fer as it applies 
to that particuler line fran yeer to yeer, but each 
style of cloth hes its own value, 

Q@. Yes, and the value for the purposes of 
inventory for grey goods in the converting plant has 
been the same ever since 1910? A. Yes, where 
we cen trace the style of its menufecture, it has 
elways been the same ve lue, 

@. Well then, in the converting plent, you 
. Start off on that basis. We willecall it "X" for 
went of e better name, And what is added to that? 

How do you celculete to bring it up to face value of 
inventory as it reaches Head Office? Ae It 
receives whet I have termed in the siti sili inc remen t 
25 ||of value representing cost. They are arbitrary ones 
I would say, from the stendpoint that they do not 
have nearly as meny stages of progre ssi on @&s we have 
n the cotton mills -- grey cloth, bleaching, in 
rocess, warehouse, and peek stock, 


30 Q. Then you just have? A. Arbitrery 
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increases for these four steps in relation to cost. 
i meen in relation to the averege cost embodied in 
the rise as you go along. 
| Q. Have these arbitrery increases remained the 
Seme over e period of years? 4. As far as 
we have been able to check them. 
Q. They again have been the same? A. They 
heve been the sam, yes. : 
Q. So it seems that yow basis of valuing the 
10 print goods hes been exectly the same for the same 
lines ever since sbout 1910? &. Yes, when 
I say 1910 I would not like to be tied down to that 
year; it mey be 1912, 


G- Eyt es they sey in lew, the menory of man 


15 runneth not to the contrary. fe I have 
satisfied myself thet it goes beck behind any 
period where ineome tax and that sort of thing hes 
eny beering on the matte. 

20 

(Page 12728 follows) 
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Qe Well then, that gives us the face value of th: 
inventory as it reaches head office ? Ae No, you 
have got to go on now and talk about your departmental 
discounts, 

vw. Oh, I thought those were put on at heed office 
A. No, only the summary discounts. 

“. Then, we will proceed by easy stages. After 
the inventory has reached the stage where these arbitra 


ry valuations have been adde@, as I call then << 


10 ||4. Where they have been extended. 
&. Extended, at any rate, what hext is done in the 
mills before the inventory is sent to head office ? 
4, That gives the valuation of the inventory of each 
department amlit is all set forth in great detail, and 
m | so on, and then in certain departments such as the ones 
iI refer to in my letter, particularly the weave room, 
a percentage discount is taken off the calculated 
value of that inventory as it exists, off what you 
call the face value. 
ie No ? &. What I call the face value -« no, 
what I eall the face value when it gets to head office. 
Q. I just want to be sure I em not confused about 
that ? A. Well, in my letter ~- you see, in my 
- letter I say "Still dealing with the first division of 
the inventory, there sre for each mill Summary Di scount 
consisting of fixed amounts," -- those are not pereen~ 
tages, those are rather dollars ch® tents -- "set up 
Many years ago, which are deducted from the tfacet 
30° |/vValue of the Inventory when it reaches Head Office.” 
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the percentage discounts are off in the departinent. 
ve But before it reaches head office; these de- 


ductions are made in the departments before it reach 


head office ? tf We Yes. 

Qe I thought it meant they were deducted after 
reaches head office ? Ae The summary di scounts 
are, that is, the fixed amounts, dollars anda cents 
figures, 

ve All right, we don't want to get too fast. Af 
ter the inventory has been made up on the basis you 
have told me you come to face value and there are ee 
tain deductions that are made; are those percentage 
deductions ? A. Yes. 

Se In the different departments ? Ae Yes. 

we That is, the percentages will vary in differ- 
ent departments? | tee LOB.e 


w+» What range of percentages would apply ? 


4, It would start this way. In the weave room it is 


twenty and ten. 


- ve dust let us get that, weave room twenty plus 
ten ? Ae Not twenty plus ten, twenty and ten; 
there is a distinction, sire 

BY Thb COMMISSIONER: Q. Twenty or ten’? A.No, 
ie sir, you take twenty off and then you take ton off 


what is left. 
MReMCRU LE: I was. just going to get an illuse 
tration. Supposing the face value of the -= 
BY THE COMMISSIONER: Q. It is not thirty ? 
30 A» No, it is less than thirty. 
BY MR.MeRULR; w+ Supposing the fave value of 


the inventory was $100. on a certain style? A. Yess 
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°@. You would take off twenty which would be 


eighty, which would leave it at eighty and then you 


would take off ten. That would be eight off of that. 


| which would leave a net of 727 A. Yes. 
5 a, In the weave room it-is twenty and ten; what 
other percentages 7 A. In the cloth room it is 


twenty and five. 
Q. In the ¢loth room twenty and five ? A. And 
after it is packed it is. twenty per cent, That is at 
i the grey mills. 
@ That is in the grey mills; what other percent 
ges apply ? A, Well, there are in certain depart- 


ments at Montmoreney in the Riverside mill in some of 


- the yarn sale departments there are discounts there -- 


I think they are 15 per cent off departmental values. 
| It applies to spooling, skein winding, tube winding, 
| and on -- there may be a couple more minor departments 
there. It is presumably to look after loss in weight 


20 after it leaves these departments. They have been thofe 


for some time. 

4. Any other percentage discounts 7 A. There 
are percentage discounts at the converting plants as 
well. TI have not got them all in my head, eT 

25 think there is a five per cent discount off these gre 
eloth values before the process, before they start in 
the converting plants,that is, while they are in the 
bale, in the converting plant. ‘The value is arrived 

at by taking the higher seale of grey cloth values wh ch 
is discounted by five per cent. Then, I don't think 


there are amy discounts in between in any of the 
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departments until you come to -=- I am not sure whethe 
it is werehouse or packed stock, where there is a 

20 per cent discount, or it may be 15. I am not sure 
at themoment, 

Qs» 20 per cent or 15 ?- Ae Yes, off the ware- 
house or packed stock. The whole thing will be handy 
with the people in Montreal, the exact figures. 

we Yes, I know, I am not tying you down to an 
exact percentage at all, but it is to get the general 
picture ? A. That is pretty close. 

Q- Well then, the inventory, that is the way it i 
dealt with in the departments at the mills ? AeXes}. 

Q@. Then, it is sent. to head office ? A. Yes, 
from every mille 

Q@». Then, what happens at head office ? A. All 
that happens there is they take off these so-called 
summary discounts which consist of dollars and cents. 

Q@ That is what I want to know about ? Ae The 
total spread over the whole company last inventory i 


$380,000. I cannot give you from memory the individuql 


mill amounts. 


we Well now, after having taken the inventory in 
the. mills on the basis that you have told us with the 
various percentage discounts and the value for raw 
cotton at cost in the last fiscal year the deduction 
made at head office was $380,000. 7 Ae, At 
Mareh, or maybe for September lest, I am not sure. Th 
figure is constant, anyway. It would apply at every 
time, | 


Qe I know, but if it was made in September would 
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there be a similar amount in March ? Ae Yese 
It is a fixed amount, you see. It is dollars and cents 
It isn't a percentage. The size of the inventory does 
not make any difference. The only thing that changes 

5 || it is that in the old years when there were other mills 
such as Halifax, Moneton, and Windsor, they had their 
own summary discounts. When those mills passed out of 
existence of course the summery discounts were abandone 
as well. If we go back far enough we find that the 

10 present figure of $380,000, was at one time ¢$500,000., 
before 1916. 

@. Then, the summary discount is always $380,000? 

A. Yes, it is a fixed amount. 


Q, A fixed amoumt, no matter whet the size of th 


inventory is ? Aw Y@S-e 
Qe Or no matter what year or no matter what 
the probable market is or anything of that sort ? 
A. It is a fixed amount per mill too. Zach of the mills 
¥ has its own share of that $380,000. 
Qe You take that $380,000. and it is apportione 
to the inventory of each mill in an arbitrary way ? 
As Presumably it was an intelligent way in the — 
place, I don’t know, 
5 BY MR. GEOFYRION: Qe You weren't there ? 


A. No, I wasn't there. 
BY MR.McRUER; An inflexible way, at any rate 
de Yess . 
@. Mrs Gordon, before I go into the details can 
30 || you tell me how you get at the insurable value of your 


inventory ? Ae We don't get at it. The fire 
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insurance company when we ask then to, or when they 
perhaps think it is fitting, when they consider it 
should be done for our own knowledge, and they make an 
appraisal -~ 

w&» No, of the inventory 7 Ae “Oh, Dam sorry, 
(I thought you said -= what did you say ? 


Y. The insurable value of your inventory ? 


JA. It is taken -- I don't know that I do knew at the 


moment, 

w,. I was just wondering if you had been going to 
make a Claim against the insurance company on the Slst 
of March last year whether you would make it on the 
basis of this basis or scre other basis? A. No. 

I know whet we would do in the particular case of a 
cleim, What we would do would be to take our cost up 
to that point and add what we would consider to be the 
replacement value of the sctton as of that date, 

Q. As of that date, and it would be considerably 
more then calculated on this basis ? A. It would 
depend whetey raw cotton market was. 

&. In relation to the five cents, I am taking 
last year ? Ae Last year cotton was averaging 
between 1i and 12 cents a pound, It would be mor. 
if you go back to 1932 it was not. 


ae I am taking the average over the period. We 


|heve the raw cotton prices filed. You have taken the 


how basis over a 20-year period to work on, but you 


ould not work on any such basis as that with the 


‘Iinsurance company ? A. No, not in putting in 


2 claim for particular damage to a lot of cotton. 
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Q+ Well. now, Mr. Howson has received the figures 


from Mr. Shepherd as to the amounts of what I callow 


inventory reserve created in the way that you have told 


fordon ? Ae Just before you ask me that, does 


s, and, after all, thet is what it is, isn't it, Mr. 


his include everything? 

Q» This includes under-valustion by taking the 
five cent basis ? &» Yes, that includes that 
lirst of all, 

w+ The first column is under-valuation by taking 
wie Live cent basis and the second column is the dis- 
a that was applied in each year ? Ae Yes. 


© That is what you call the summary discounts and 


hen the discount at the head office -- A. Coulda I 


gisk Mir. Howson through you ? 
we Yes, ask Mr. Howson directly and you will get 


4] better answer, A, Mr. Howson, in arriving at 


our first figure here of so-called adjustment invol- 


ed in the inventory is that the result of the figures 


“Wr. Shepherd has been working on ? 


MR.eHUOWSON: I got those from Mr. Moore this 
dbrning by telephone. They are not absolutely final 
be There are supposed to be some adjustments in re- 
werd to raw cottons 

THE WITNESS: Adjustment ir raw cotton, yes; that 
is important. I understand that those figures are sup- 
ypsed to mean. 

BY MR.McCRULR: Qe So subject to the adjustment 
qn raw cotton inventory values where they have been base 


qa market prices higher than cost -- A, Yes, that 
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is a point that affects the whole inventory right 


aeross. It does not affect these. It affects this 
figure here. It affects the figures in the first co- 
lumn, for the sake of the reporter, 

i« It starts with $508,891-- A. Which re- 
presents what Mr. Howson's firm has arrived at as the 
effective deflation of the inventory involved in our 
system of taking inventory. That includes raw eotton 
Mr. Howson ?- 

MR, HOWSON: Wo, 

THE WITNESS: I presume it does because there i 
inflation of raw cotton as well. 

BY MA.MCRUER: Q. Raw cotton in the bale ? 

A, Yes, if we take it at market on March S3lst and the 
cost is lower there is inflation, 

MR, HOWSON; That is what they give at the bott 

THE WITNESS: That would apply to everything acr 
the page ? 

MR. HOWSON; No, I understand it applies only to 
raw cotton, 

THE WITNESS; I see, he has taken raw cotton at 
market and left it at that, all right, 

BY MR.MCRUER: Q.' Well,-in 1916 the reserve for 
the inflation, or the inflation or deflation of the 
raw cotton values in the goods in process are shown 
in the first column and in the second column the 
summary discounts ? Ae er, that is the net 
inflation or deflation. 

Y-The net inflation or deflation is in the firs 


column ? A. Subject to this adjustment. 
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Qe Subject to that adjustment, and we will have 
the adjusted table put in later, but these are the 
results; 1916, $308,891. plus $962,307. in the 
second column -- $969,507. in the discounts in the 

5 second column, making a total of $1,278,198. In 
1917 raw cotton $471,259 -- Ay No, don't say 
raw eotton there. 

%. Well, cotton in process ? Ae In process 
and manufacture, 

10 Qe Cotton in process and manufacture, 
$471,259.; discounts $975,310. or a total of 
$1,444,569, In 1918, $747,417, cotton in process; 
discounts $938,554. or a total of $1,685,971. 1919, 
cotton in process $910,060.: discowts $908,401. or 

‘a a total of $1,818,461, 1920, cotton in process 
$1,738,682.; discounts $815,751. or a total of 
$2,552,433. 1921, gotten in process $280, 309.; 
discounts $993,872. or a total of $1,274,181. 1922, 
cotton in process $866,705.; discounts $1,112,818, 

% or a total of $1,979,523. 1923, cotton in process 
$1,569,699.; discounts $1,549,292. or a total of 
$2,918,991.. 1924, cotton in process $1,502,395.; 
discounts $1,256,602. or a total of $2,758,997. 

a 1925, cotton in process $1,216,266.; discounts 
$1,291,502. or a total of $2,507,768. 1926, cotton 
in process $878,738.; discounts $1,316,574. or a 
total of $2,195,512. 1927, co tton in process 
$413,799.; discounts $1,250,117. or a total of 

30 $1,663,916. 1928, cotton in process $1,297,968. ; 
discounts $1,445,098. or a total of $2,743,066. 


1929, cotton in process $1,327,932.; discounts 
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| $1,457,442. or a total of $2,765,374. 1930, cotton 
in process $846,983.; discounts $1,079,314. or a tota 
of $1,926,297. 1931, cotton in process $502,968.; 


discounts $1,127,325. or a total of $1,630,293, 


5 || 1932, eotton in process $162,076.; discounts 

| 

| $1,035,012 — 4&e One million -- yes, you 
are right. 


Y- $1,085,012 . or a total of $1,195,088. 1933, 
cotton in process $249,203.; discounts $1,072,128. 
10 or a total of $1,321,331. 1934, cotton in process 
$548,088.; discounts $1,093,903. or a total of 
91,641,991. 1935, cotton in process $653,602, ; 
| discounts $1,108,156. or a total of 71,761,758. 
1956, cotton in process $633,525.; discounts 
$1,086,184. or a total of $1,719,709. Now, I would 
like to have this marked , my lord, and have a properly 


) typed copy filed and then if there are any adjustmen 


to be made a copy may be filea with the adjustments 
‘on it. 

THE COMMISSIONER: This will be 947, 

THE WITNESS; It should be emphasized, Mr. McRuer 
i think, as this is filed that the figure Mr. McRuer 
reads out each time first is not anything tangible. 
It is a figure that has been estimated by Mr. Howson'* 
fim and is as close as they Can come , making certai 
basic assumptions, to the difference between the valu 
of our inventory as it exists on March Slst -- the 
value stated on our inventory and what that invento 

30 might be assumed to be worth based on certain predicated 


raw cotton values; that is what it is. 
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. THE COMMISSIONER: Based on merket or cost ? 
MR.HOWSON: I am not absolutely sure. It is not 

4 any more than market. 


THE WITNESS: It is not more than market but it 


5 ||18 subject to correction. 


MR. GHOFFRION: What is the number of that Exhibit 
please ? | 

THE COMMISSIONER: 947. 

MR. GEOFFRION: Will you type a copy for me also*® 

10 MR.MeRUER: Oh yes. 

{HE COMMISSIONER: This is headed here Memo re 
Inventory Discounts, but before it can be used for any 
purpose we ought to make sure just how these figures 
are arrived at. 


MR.MGRUER: Well, Mr. Shepherd is writing us 


to-day am we will probably have him before the Com- 
mission. 
THE COMMISSIONER: Well, it will be put in sub- 


ject to further explanation. 


— ESE OO 


MR.MecRUER: I want it quite clearly understood 
it may be subject to certain corrections. 

THE WITNESS; And apart from the corrections 
it should be clearly understood that the figures in 


the first column are just an estimation. It is some- 


thing taken based on certain premises. 
Q. As I understand it, you have based it on 
a certain flat figure. You take it at an arbibrary 
figure ? A. Yes. 
30 ®. And this is a eatenSatd on of what it would 


have been increased by had it been based on a figure, 
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that is, market or Something that Mr. Shepherd has 
worked on, We will find out from him what that figur 
is. 

THE COMMISSTONER: These ¢olumns have headings, 
whatever they are worth. The first ome is"Based on 
five cents base price of cotton fort=—- TI eannot mak 
out the handwriting -- "for partly manufactured ana 
finished goods’? A. That would be the heading, si}. . 

®. That is what the first colum is based on. Th 
10 second column isbased on "Discounts for poor Quality 
and seconds" ? A, That is a very <-- 

PY MR.MeCRUER: Q. Thet ts not the correct 
heading ? A. No, that is not the correct heading 
for that second column. 

: ‘THE COMMISSIONER: Well, we will not put it in 
at all until we have something more definite. 
MR.MCRUER: We had better wait until we have 
heard from Mr.Shepherd on it. 
- THE COMMISSIONER: It is not in, 
ASSISTANT ~ SECRETARY RENE; Are we leaving the 
number ? 
THE COMMISSIONER: Yes, leave the number blank. 

It would be dangerous to put these things in and then 
25 forget later on. 

*MR.MeRUPRY Yes, we certainly want the heading 
stated correctly as to what it is. Well now, Mr. 
Gordon, what we are Calculating here, at any rate, 
in these figures is what the inventory would have been 

30 || in the first place had there been none of these de- 


partmental discounts or no head office discount, that 
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is, the second column -- 4. The second 

column is not a caleulation. It is the sum total of 

all the reserves that have been disclosed <« well, 

ef all figures that have been disclosed to Mr.Howson's 
5 partner. 

we 50 there is no question about the second co- 
lumn being estimations or anything of that sort. They 
were deductions ? Ae Yes. 

& then, the first column, We start off with the 

10 basis thet you worked on and that was the basic price 
of five cent cotton and worked up from that ? A. So 
far as the grey milis are coneerned, 

w. 4nd so far as the converting mills are con- 
cerned you started on the arbitrary value of the 
grey cloth @ A. On a higher plane, yes. 

%- Of a higher plane, ond then we try to caleculat 
at any rate, what the inventory would have been had we 
taken cost or market and deduct the difference and 
that finds the reserve ? A. Well, so far as 
lr, Shepherd has gone there he has attempted to value 
what it would have been at market on the basis of taki 
the market -- I know A ead i worked with him yester- 
day on it. The assumption has been ” you see, when 

25 you come to the end of your year and have ell this 
| cotton in process and in packed stuff nobody knows 
exactly what cotton that is. 
Q.- No ? a Jud whatever value it hes from 
a cost standpoint is awfully hard to say. 
30 ve It. is going quite a long piece, isn't it, Mr. 


Gordon, to take the lowest price that cotton has been 
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in the history of the company when you are trying to 


search out what value it hed ? A. Well, we have 
not tried to search out. We nv 43158 to give ita 
steady value, and that is whet we have done. 

| Q. Well, it is a rock bottom one anyway. 


MR. GEOFFRION; Which is the only steady one pos- 


sible, 

BY MR.McRUER: Q. In the meantime cotton over 
this period of years, cotton had riwen as high as 
over 40 cents a pound ? A. Yes, that is wher 
you get those terrifically big figures, of course. 

G. We have got one here in 1920 -- 

THE COMMISSIONER: 1921, is it ? 


BY MR,MCRUER: Well, 1920, the value in the 


#aw cotton in process in the reserve for it alone was 
$1,758,000, 7? 1. What was it the next year ? 

@ . The next year it is $280,000.7 A. Washed 
out. 

20 TEE COMMISSIONER: That is the year I had in 
mind, 1921. 

THE WITNESS: You see, that year just exemplifie 
what happens, and that was the year we wrote down all 
orders on our books to ten a eee -- the balanc 

= of the orders on our books. 
BY “MR. MeRUER: 

Geo) You say you wrote down the balance of the 
orders on sien! books. to ten cent cotton ? Ae Yes. 

Q. That would. aceount for the very substantial 
profits you made the next year ? A. No, if a cus 

tomer hed an order for a certain cloth based on 40 


cent cotton in view of the fact that our standard 
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syStem of taking goods in precess allowed us to sell 
him thet really based on five cents if we wanted to go 
down to that, but we sold to him at ten. 
BY THE COMMISSIONER: Q. You reduced the price 

& you had agreed on ? A. Yes, we reduced the 
contract price to the basis of the new market price 
which was ten cents, roughly. 
~~ The Commission. adjourned for a hor’ recess. 
~~ On resuming. 


10 
BY MR.MecRUER: @. Well now, Mr. Gordon, take in 


the year ended the Slst of March, 1936, if there were 
discounts made on the inventory amounting to 
$1,086,184, ? Ae $1,086-- 

15 we Yes, $1,086,184. and the reserve for raw 
cotton in process on the basis of this calculation, 
at any rate, is 5633,525.; that cives you a total 
reserve as against goods in process of $1,719,709.? 
A. Yes. 

20 THE COMMISSIONER: Pardon me till I get that 
right. Are you talking abat this year ? 

THE WITNESS; Yes, last March, 
BY MR.MeRU aR: Q. Last Merch, and thet is in 
addition to the million dollar reserve you have as 

45 || against raw cotton ? oa. Yes, raw cotton is 
not in this figure at all. 

Q- Not in this figure at all; now, when I look 
at your balanee sheet for the Slst of March, 1936, 
which is in Exhibit 938 -- Ae I8 is all 


30 
right if I sit down ? 
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THE COMMISSIONER: Yes, certainly. Gordon 


BY MR.McRUER: Q. The inventories are dealt with 


there and we have under the heading “Inventories, raw 
cotton, less reserve $1,720,119.75", so that your raw 


| cotton apparently amounted to &2,720,000. at tit time? 


5 
A. Yes, 
é. Then, we have Starches utios and Supplies, 
$2,310,524.41" ? Ae Yes. 
4+ Now, that would be increased by the sum of 
. $1,719,709. if caleulated on this basis? A. Yes, 


sir. 
Qe Now, this note appears on your balance sheet; 
"As determined and certified by the Management and 
valued (1) As to Rew Cotton at less than prevailing 
15 market price", Now, you see you say that for raw 
cotton $1,720,119.73 is the value less reserve ? 
A, Yes. | 
ae Then you ont that the raw cotton was valued at 
less then the prevailing merket price; that would be 
20 before the reserve was taken off ? A. No, not 
necessarily; I think the proper correct interpretatio 
would be to say that the $1,720,000. by virtue of the 
reserve values cotton at less than the prevailing mr- 
‘ket price because it is the market price less reserve. 
25 


®. If that is whst you meant all right, if that 


was what was done, all right. I don"t think that is 


A. It is not anything thet is done. It is there. vo 
- can put the other interpretation on it if you want to. 


. 
{ 
! 
quite clear. You tell me that is what is done ? 
Q. If you valued raw cotton at less than the 
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prevailing market price, then subtracted the inventory 
reserve of $1,000,000. then I wauld like to know at 
what basis you valued raw cotton ? Ae Raw cote 
ton, in the first place, was valued at market price and 
5 then deflated, because, you see, actually it is a 
question whether we are entitled in any year -- if 
the market price on March Slst is higher than the @ost 
of putting that cotton into the inventory it isa 
Question of whether we are ertitled to take the merket 
” price. We have got to have a reserve to deflate it 
down to the reserve. 
w- You could take cost or market, whichever is the 
lower ? A. But you don't, that is why we heve to 
have the reserve, 
. a4 611} I don*t know, you would not have to have 
the reserve if yot did ? &. There is thet pointl. 
Q- Will you tell me please why you do not set ou 
the amount of the raw cotton reserve in the balance 
” sheet ? <A. Well, it is only a custom, it isn't cus- 
tomary to show absolute fisures where reserves ere in- 
dicated. 
Q. Well, I don't know -~ 
BY THE COMMISSIONER: @. You a ay wilére reserves ar 
5 indicated; is any reserve indicated in that ? 
MR.MCRUER: It says "Raw cotton less reserve", 
I want to come to the next item which is more important 
"(2) As to Merchandise and Supplies on basis of cost 
or market price, whichever tia thé lower" 7 A. Which 
30 || ever was lower. 


Q. Whichever was lower; that is not true, is it, 


Mr. Gordon ? 
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15 


20 


25 


30 


A. I think it shows it is as true and rational a state- 


ment as you can expect. 

ae It isn’t a question of that. I am going to 
analyze it with you ? A. You have asked me 
what I think of it and I am telling you. 

~, I am foing to take what you have said and 
what has been disclosed here to-day of what was done ? 
awe 1 haven't Pinished telling you what 1 think of the 
statement. | 

.» All right, tell me what you think of t%, I 
won't tell you whet I think of it. 

MR. HEWARD: You asked him first. 

THE WITNESS: I think that statement -- Mr, 
MeRuer asked me is it true ? I think it is as true, 
or it is as true a statement as can be made in any 
statement in a few concise words of the whole situatio 
that is embodied in that rather intricate inventory 
picture, 

BY MR.MCRUER: Q. Well now, let us analyze it 
now. "As to Merchandise and Supplies on basis of 
cost or market price, whichever is 7¥¢ lower". Now, 
raw cotton at cost or merket vrice, the cost or market 
would be about 11 cents and it was put in at 6.4 ? 

A. Raw cotton does not come into supplies. 

Qe As to merchandise, it comes into merchandise ? 
A. Yes. 

@. “As to merchendise and supplies on basis of 
cost or market whichever is lower." Now, I em startin 
to show you in the merchandise in the fisst place the 


raw cotton was not valued on the basis of cost or 
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market; it was valued on an arbitrary basis that 


existed since 1910, and you de not Say so? ao it 


was valued at an arbitrary basis but not on the basis 
You are using on and at as perhaps being synonymous, 

.« I want to know if there igs anything wrong in y 
ons or ats ? Av I em just pointing that out, 
All I say is this is not wormed as to merchendise and 
Supplies at cost or market price, 

«ue This finaneial statement is sent out to the 
> . 10 Shareholders; that goes to the public, 

THE COMMISSIONER: Read what it says, 

MR MeCRUER: “As to Merchandise and Supplies on 
basis of cost or market price, whichever is lower ? 
4S, Whiehever was lower, 

ie ++ "As to Merchandise and supplies on basis of 
cost or Market price, whichever was lower", and that i 
in under the following words: "As determined and cer- 
tified by the Management and Valued" -- the words 
“and valued" -- "(1) as to raw cotton at less than 
prevailing market price. (2) As to Merchandise and 
Supplies on basis of cost or market price, whichever 
was lower." Now, in the figure for merchandise that 
is carried in here of $2,510,524.4] tht is a figure 


that was arrived at after taking out arbitrary dis- 


. counts of $1,086,000. to begin with ?. A. They 
are not all arbitrary. Some of them are vierendine 
values, . 
| ve They are discounts ? A. Yes, 
7 30 Ye There are certainly discounts that were taken 


| off after you had arrived at the value based on the 
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cost of the production ? Ae Yes, that is right. 


+. Well now, let me see what was said in the 
general report. It is a long story this time, Bhere 
is quite a lot about taxes. You dealt with the balane 
sheet. 
"lhere are no striking changes in the Balance 
Sheet as of March 31st, 1936. In the face of fai 
iy heavy expenditures on Capital Account, repre- 


senting increases to fixed assets, the liquid 


2 


position has bcen well maintained with a ratio 
of over five to one between current assets and 
current liabilities. Owing to the closing down 
of the Verdun plant last Summer, and the transfer 
therefrom to other mills in the Company of ma- 
chinery at depreciated values, the sum of 
vl,586,014.07 has been deducted both from Machine 
Account and from Depreciation Reserve", and so on. 
Now, there are four or five pages of explanations 
to the shareholders about different things, ineluding 
some comments about the Reyal Commission, but there 
is nothing im here to indicate that your inventory 
Was worth $2,700,000. more =~. at least, 
$1,700,000. more than is shown on the statement, and 
nothing to indicate the amount of inventory ‘reserve 
on the raw cotton although it is indicated that there 
was one. ell now, do you think it is guite feir to 
the shareholders, Mr. Gordon, to place before them 
and before the public a statement that is deficient 
in information as to what the actual value of the 


inventory is ? > Ae Well, sir, I don't 
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know how to answer that exactly. If the shareholder, 
if any group,or one or more shareholders is interested 
in finding out of course we would tell him. He only 
has to ask. 
®, It has taken us an awfully long time to find 
out although I don't blame you for that. I em 
speaking of the difficulty even of finding out ? 
A. You just got around to it though. 
E ©, 1 think you have been doing all you can to 
» ae 8 cooperate withus to find out * &. The point, 
Mrs McRuer, is that even if a shareholder asks if 
might take us a little time to make that calculation, 
and even then it isn't complete. 
a .» It is very easy to make one calculation, and 
that is what the discounts were ? Ae Yese 
Qe There is no trouble about the $1,086,184. ; 
that is a very easy calculation 7? Ae The 
$1,086 ,184., yes, that is there. 
, a j« Well now, have these reserves, inventory 
reserves, been properly disclosed and fuily dis- 
closed to the faxing authorities of the Dominion ? 


As » 2 don't know, sir, whether they have ever taken 


that first -- particularly the first column there 


25 and ever made those caleulations. I don't think they 
have. 
4. Probably the first time that has ever been 
done has been for the purpose of this Commission ? 
“Rou o Well, in this thorough way, yes. 
30 
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Q. Well, we will not send you a biil for that, 


but the next column dealing with the arbitrary 
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discounts, were thy disclosed to the proper taxing 
authorities ? As I think they have satisfied then- 
selves that has been constant over the years. 

4. Heve the amounts -- 

THE CQMMISSIONER: Just a moment, what discounts 
do you refer to ? 

WR.MCRUER: That is the second column, it comes 
to $1,086,184.; that is the discounts applied in the 
mills ? A. Plus the summary discounts. 

“. Plus the summary discount applied at head 
office 7? A. Yes, 

Q. Now, you say you have -- A, Well, I-only 
think that because they have never raised the que stion 

Q, Never raised the question 7? Ae Never rais 
it with me. I don't know whether they raised it with 
Mr, Webb or not in his time or with Mr. Daniels up to 
1950 or i951. 

we Well, I rather suspect they did not raise it 
since you became General Manager or you would have 
known about it ? Ae Oh yes, it has not 
been raised in my time. 

«. Then, in 1955 -- 

THE COMMISSION®R: You are talking of taxes. Does 
the statement set out the amount paid for taxes ? 

MR.MCRUER: Yes, there is quite a lot mentioned 
about taxes in this, my lord. There is a heading 
"Taxes", 

"On our 270,000 Covwon Shares, we are 


attempting to earn an annual dividend of $5.00 
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per share. This calls for a return of 5.25% on 
the net worth of the Company. This year, before 
paying one cent in dividends to those who have a 
stake in the Company through their shareholdings, 
a total amount of $819,541.60 must be either paid 
out or set aside to meet the many and varied fom 
of taxation which exact tribute from manufacturer 
That is kind of hard language, speaking of exacting tr 
pute ? A. That is rendering unto Caesar the 
things that ars Caesar's. 
MR. GEOPFRION; Tribute is quite right. 
WR.MecRUER: From the manufacturers, I think tri- 
bute is exacted from us all. 
MR. GEOFFRION: We all have different tribidés, bu 


not $800,000. each. 
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MR. MCRUER: Q. "In the fiseal year just ended, 


we paid Excise Tax on our raw material amounting to 


\ $173,080.13," ? A. That is raw cotton. 
Qe You include that in your cost? A. We try to} 
; THE COMMISSIONER: what is this? 
MR. MeRUER: The Excise tax, my lord, 
THE COMMISSIONER: That is an indirect tax,» That 
is passed on to the consumer, 
BY MR. McRUER: 
. 10 Qe But when you mention that you paid on raw 
mi terial $173,080.13 in this Statement, after all in 
your costing you attempt to pass that on to the 
consumer? A. We have to pass on all taxes to 
the consumer in the end. 
zr je Do you pass on your income tax? A. It is in 
the profit in the first place and profit ereated by 
the sales value of the goods. 
qe In your system of costing do you include profit 
) 20 sufficient to cover income tax? A. Well, no, 
not full income tax, we try to cover part of our 
income tax, yes. There is a certain amount set up 
for income tax because we do not pay all our ineome 
tax on profit from menufacturing operations, 
25 


Qe But insofar as you pay income tax on profit 
from manufacturing operations you inelude it in your 
costing? A. Some years we have included it. 
What we would have to earn to meet our $5.00 dividends 

\ 


50 || from manufacturing operations, yes, share of our 


$5.00 dividend but other years it has been smaller. 
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selling prices 


Q- SO that the net effect of this is that you do 
not pay your income tax, that the consumers of Canada 
pay your income tax, 

MR. GEOFFRION: Do not you try and pass your 
income tax with your fees? 
MR. McRUER: I have not been able to do it yete 

I will see you after we get through, if you will tell 
m how to do it. 

THE WITNESS: Every cost comes out of sales. 
ie Lt is not cost at all, 

THE COMMISSIONER: There is no tax there unless the 8 
is a profit, and then what right have you to pass it 
on to other people, the consumers? A, Well, my lard, 
the only logical answer to that is if we have not made 
a profit then we do not get it into our sale prices. 

i am talking about cost - whether we sell our goods at 
eost or not is another question, Actually our sales 
price for year may not include that income tax at all. 

THE CMMMISSIONER: You see, to meet Mr, Geoffrion' 
case, if somebody paid Mr. Geoffrion peta income for h 
he would not be much better because the Departmaat wu 
add that to its revenue and tax him again, 

MR. GEOFFRION: Yes, but it would be less, The 
guestion is what right has your company to do that. 
THE WITNESS; We only do that to show ourselyes 


what our cost is going to be, when it wmes down to 


THE COMMISSIONER: That does not justify it. 


THE WITNESS: © Well, it is something we have to 
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looking ahead in our costs. After all, costs are 
looking ahead, what you have to sell goods at or what 
basis you have to sell goods at to carry on your 


business to make a profit and actually our sale prices 


5 may or may not include income tax, may not indude 
dividends even in many cases, 
MR. MCRUER: 4. Yes, but your sale prices nee | 
period are designed to make a profit? A. Yes, and | 
y i to pay income tax, 
ve And they are désigned to include income tax? 
A. Absolutely. | peas 
Qe So that under your system of costing, with a 
protective tariff, you have arranged it so that the 
15 


consumers of Canada consuming your goods will pay your 

ine ome text 4» That is making a speech about it, 

Here is what would happen if you did not do that - ever 

year your income tax would come out of your surplus and 
20 jou would go down and downs 

we Your income tax would not come out of your surplus, 

it would come out of your profits before you distribute 

hem to your dareholdera? A. If your profits 

were only sufficient to pay your income tax and no more 
25 

it would come out of your surplus. 

Qe Do you think you should have tariff protection 
sufficient to make profits every year that will be 
sufficient to tax your consumers enough to pay your 

30 


income tax? Ae No, I don't say that. Abl I say 


is the prices we sell our goods at has to be such, 


im 
Bi cate -, : : .: a Nye ee 5 Le oe = eet 1.8 = 
SIH atBo9 ite rostA ; sete 0 wt Saete Bi. 
a “hie, Soke, § 1207 ¢a 


tadw 10 de aboog Iles of ovadl wo 3 sche S caeags sutdoct | 


4 
, 


-s 


iene te tae ET 
cong efee 10 yl Leu tos bne ‘sto * S “ean ot ‘apentend s -_ ; 


“ 
‘See, 


“ebubat jon yon ,x St oncom ebslout toa yo =o yan | 
rere - | | seeaso ed at aeve ve abaont vis | 
| rere aeolrg alse TOY tud eet af : GUAM a 
bas aot oA | Ie Ror B ofan od } boasted « ors Botti 

‘ | xe emceni wea of 

‘tusd emocoal ete Lont ot | Daag te exe » yout bua oa i 
.. kei a : Ba ce ae . seioiutoess a 
| B st tw spatteoe to mozeye Woy rebas ‘tout oe” ss E ag 
edd teste ee tf deg aose ond 5 Hoy Tint sah 


BOY ¥SG iity #500g syyt , aatmec00 henna to rs ie 


tuoda sovons 8 gitsien ei tet . pl: | tnd ent 
vy aia HT a 
ye - éode oh jon Bip fey zt morgan bivow te. af ere 


a8 eu tawe xuoy Fae) Sere, 8iZ00 apse xat enooat woy 


: 
é | Fe 
es008 ‘bas oak 3 ‘bisw} rh" 
et ee ‘aeik 


13 HY, to tuo oniGo son pivon xed ‘enooat wor 0 E | 


udiage £5 HOY exoted eatt0w ° TOY 0 we omtoo “bibow “| 


t 


eo 


titorg we, tL ‘4. ne fexeblodoxn a wey ‘of apc al 
. C2 hp iz; a 
om Of bas xed exooal HOt ves ot tnelotrive yao 
> L .. es “ 
+ hey . i ee 


socuy 5, stiquwa wor To two enoe b 
ns t Pat aa Mia 4, o Hy Ps oe ite wager aa 
mere ES Sine Ot eee eet 
a a se KES F ~ 
od Lit goat wy yee ed Hong one 4 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


REPORTER 427 035 veraon 
ela - CANADA 
if we are to avoid taking our income out of our surplus, 
has to come out of profit, 

Qe I would suggest that you do not pay so much on 
the stock that was originally sold for $500,000, if it 
is puzzling you how to do it? A. Well, I do not 
know that we need to drag in these extraneous matterse 

Qe No, but may we take this thea; that when you 
submitted costs in respeet to the articles that you are 
in competition with, Japanese articles that you are 
complaining about in respect to this inguiry, those 
costs included sufficient to cover your income tax? 

A, NO, not in those figures, it was left out, and 
that was left out in quite a few years, I said 
15 it is in, I say it is in partly in some years and othe 
wars left out altogether, even in our general cost 
figures, 
Ye Your whole design in your business - in fixing 
ans selling price you try to include sufficient to 
% include income tax? Ae Yes, include all charges, 
otherwise oe lose money on cperations, 
Q- Then the income tax, so far as this Company 

is concerned, means nothing but a 9 namnee tax? 

2 |/A. I do not think it means any differently for our 

Company than any other company» | 

Qe I want to know? 4s Yes, for our company 
jit is, 
Q- Because it may be necessary for the Government 


30 
to devise ways and means of looking after it? 
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Ae Well, --- 

Qe If the Government levies an income tax on a 
large corporation like this it simply means that the 
poorest purchaser of your goods has shared in paying 
that income tax? 4&e Every purchaser, yese 

THE COMMISSIONER: Q. Did not some company tell 
us the other day thet they did not pass the income tax 
on? Ae Unless they took it out of their surplus 
Account. 

Qe No, they took it out of their profits where it 
belonged. 

MRe MCRUER: Qe They took it out of their profits? 
Ae The profit was created by the sale of the goods. 

Qe Oh yes, but you see you start off in your own 
statement on referring to taxes that your objective 
Ls $5«00 per share on your common stock and you add 
to that 25 seas - no, "This calls for a retum of 5.25% 


pn the net worth of the Company." So that the objective 


he return to the shareholders fixed, then you fix 


your cost at 5.25% in order to accomplish that and that 


simply means the passing on of your income tax to the 
onsumers? A. No, the 5625 would be figured on the 


| 

| 

Pa alone there actually. If, unless in this 
“ame year we had included some provision for 
Pan tax it would be in addition, That 3225% profit 
is $5200 per share-- 


Qe Yes, but --- A. We are not referring to income 
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we I thought you meant this that in order to pay 
$5.00 per share you had to éarn 5.25% on the net 
worth of the Company? Ae Yes, in order to absor 


income tax we would have to get a little more, 


THE COMMISSIONER: Q. That is inclusive of the 
income tax? A. Y@s~e 


MR. McRUER: Are you sure of that? A. We can 
eheck that very quickly. 
Q. At any rate you had in your scheme of things 
in fixing your prices attempted to fix them so that y 
can pay §5.00 per share after having paid your income 
tax? Ae YOSe 
Qe Well then, I en te go on now to 1955 Annual 
Reports. In this statement to theshareholders again 
you refer to raw cottons less reserve at $1,822,828 266 
Merchandise and supplies, $2,560,789,57 and we have 
“the same statement "As determined and certified by the 
management and valued (1) As to raw Cotton at less th 
prevailing market prices, (2) As to merchandise and 
supplies on basis of cost or market whichever was lowere" 
You have a special heading of "Reserves"; “Exchange 
on cotton purchases, Reserve for Depreciation. Gener 
“Reserveg" but you reserve against investments is not 
set out and your reserve against raw cotton is not se 
out? A, No, of course investments is shown on ¢ 
assets. You get an indication in 1934 from the 
‘Surplus account - no, 1933, I think it is, that your 


Surplus Account was depleted by a million dollars to 
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investment reservés MIraisferred to reserve for 
depletion investment - that is previous years, two ye 
before. 

24° 1 want to go back to one of those years where th 
inventory Reserve got very nigh. fake the year 1923, 
That is the year that it reached the high point? 

A. 1923? 

we YOSs According to Mr. Sheppard's caéleulation 
the total reserve ait that time would be $2,918,991,, 
of which $1,549,292». was in discoumts and $1,569,699 
in raw cotton in process, Now-- A. I am sorry, 
would you mind just repeating th +? 

Q. The total $2,918,991, 

THE COMMISSIONER: what is that, total of what? 

MRe McRUEK: That is the total of the reserve as 
calculated by Mr. Sheppard of the goods in process, 
the deflation of them, 

MR. GEOBFRION: That incluies the mill? 
MRe BEAUREGARD: No, does not include the mill, 

MR. MeRUER: &- Your balance sheet for the year 
1923 shows under thé heading "Assets" raw cotton 
$1,552 ,228403. What was your aie against raw 
cotton in 19237 A. Aseording to Mr. Howson'ts 
statement $1,500,000. 

Qe $1,500,0007 A. Yes,-sire 

Qe So that the raw cotton valued in this Balance 
Sheet would be less than the total amount of the reserve? 
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“we Well now, you had a reserve of $1,500, 000.Mz 


MR. GEOFFRION: What is the figure you say is mentjon- 
ed in Howson's evidence? 
MR. MeRUER: $1,352,000. 
5 Q- So that you had a reserve against raw cotton, 
fluctuations in the price of raw cottm, of $1,500,000 
aud the priee of the total raw cotton was $1,352,000. 
A. After you have taken reserve, 
w» Is that after taking reserve oft? 4, Yes, 
that is Balance sheet figure, less reserve. 
«¢ it does not say, "Less reserve," ? 
A, No, it always WAS» Less reserve was indicated after 
22 I believe, 
en we Yes, this is 1923? A. Yes, did not start 
until 32. 
Q-.. You Sy that this figure here is the amount 
less the reserve? Ae Yes, that is balance after 
, 20 || taking off reserve, 
Ge You are quite sure of that? A. Yes, sir, 
Qe Well, there is not a word in the Balance Sheet 
to indicate thet there is any reserve egainst raw éottoh? 
Ae No, there is hObe 
25 
Qe Well, how can you justify that? Here is a 
statement of the value of raw cotton, $1,352,228. in 
b9235. How do you justify putting that out when the 
real value of the cotton on hand was $2,258,000? 


30} 4. Well, I cannot just without going back--- 


THE COMMISSIONER: .Are you saying that the raw cottpbn 
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on hand or the raw cotton on hand Blus reserve -- 


MR. MeRUER: No, this is just raw cotton in the 

bale, worth $2,800,000 and shown on the balance sheet a 
$1,352,000. 

THE COMMISSIONER: Ahout a million and a half les 

MR. GEOFFRION: Yes. 

THE WITNESS: It is million and a half reserve that 
makes it less and Mr+ MeRuer wants to know why we have 
a million and a half reserve there. One justificatio 
may have been - I have not all the facts in front of ne 
but that value of $2,800,000, which by iavdticn we: 
arrive at as thevalue before regerve is taken off, may 
‘ have beenthe higher cost or market. 

Ge What is the year? | A, 1923, I would have 
to study the trend. 

J+ The market was high ? A. I don't know whet 
high of Merch 31, I am not sure, T would have to stu 
20 that, 

MiRe MCRUER: The lowest that it reached was 20435, 
highest 31450. Went up next year, The lowest next y 
was 25.50 and tle highest 57265, and then started to 
25 decline. The annual average for 1922,'23 was 26230? 
A. Here is what happened that year from our angles 
We buy most of our cotton in October, November and Dec- 
ember and in that year, the year ending March 31, 19235, 
in October 1922 say the average value for month wes 


21,11. November 206 damuary 27, and March 30221. 


Therefore taking our value at Market of March lst in 
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1925, we had evidently inflated our value quite a bit 
above cost because our cost -— ; 5 
qe Are you sure you did take it at market? A. Yes 
that is right, and our cost would have been average, 
Same average for monthsof October, November and Decembdr, 
and possibly January and a little bit in February but 
it was all a rising trend. That seems to be the 
pictures 

Q. And your sales, of course, that would be made 
would be made when the rise in prices occurred due té 
the rise in raw cotton - you would charge stuff at the 
higher prices? A. Well, it would depend to 
some extent on hbdw our lists were issued. whee’ To-day 
sales would be on manufactured lines, yes, 

Q.» Take stock manufectured and in process - it is 
shown in your balance sheet at $1,357,684.94, Accord 
ing to Mr. sWepperds calculation that should be 
increased by $2,918,000? A. Yes. 

we YOu see that year your inventory was wath 
$4,400,000 if calculated on this higher basis? A. We 
have $7,452,000, if yo# put back the reserve. 


Q. It was worth about $4,400,000 more than was 


shown on the balance sheet? ; A. It was worth 
difference between 744 and 4,1,  # The difference was 
$3,918,000 I presume, $2,918,000 was the total 


and you have to add@ a million and a half. our cotton 


reserve would be 4.4. 


Q. $4,400,000 more shown on the Balance Sheet, 
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How do you think people who are interested in how a 
company is getting along, whether they are employed 

in the Government or investors or whoever they are, 

ean tell what it all means? A. You have not 

got quite the whole. You say it is worth that. 

It is not worth that much more based on the lower cost 
because you have your cotton at market and that 
$1,500,000 which we have included in the total reserve, 
but a considerable portion may have been needed to mergin 
that cottone 

Q. I will throw off the $400,000 for that? 

A. If you allowed 4 cents on the pound - I would have Yo 
know the totel poundege of inventory at that time, 
might heve been 8,000,000 pounds - $800,000. 

@, Throw off $800,000 as a rough Sn ee Te 
that will leave it $3,600,000 that your inventory was 
worth over and above what is shown on the Balance shee}e 
Now, that isa very consequential sum in looking at 4 
balance sheet. Now, these balance shests were sent 
annually to the Income Tax De partment? A. Well, they 
were sent along with their forms, yes, as part of the 
return. There is a lot more detail in the inventory, 
that just accompanies the form, 

Q. Now, if your incase tax was worked out on the 
pasis of taking your inventory - just take that year, 
for instance, at cost or market, whichever is the 
lower, your pfofits are going to be increased tremendqus- 


ly thet year? A. Well, of course you have go 
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what value should be attributed to them, 


ese sow SO ee we er ee 


assumption in there about value of our inventory which 
i do not think the Income Tax people worked on at all, 
That is predicated there --- 

Q» Which, cost or market, whichever is the lower? 


Ae No, the value of goods in process and in packed sto k, 


Q- You cannot expect the Income Tax Department 
to work on an arbitrary value that has been establishe 
for 30 years in your --- 4. I think they do, 

I think they are perfectly satisfied as long as the vallue 
is not changed, as far as I know, 

ge Ss long as it is never changed? . A. Yes, 

Q.- If you maintain that then you can by running up 
your inventory, absorb profit in a profitable year 
and have it available by running down the inventory 
in an unprofitable year? A. No, 

&- And use that to absorb losses? A. No, I 
think you have got to--- when you say "Profitable ye 
the only place that apparently would pay you to run 
up inventory woul as in & year where cot ton was high. 

Q.- But you could get big discounts by having a 
heavy inventory? A, ‘The size of theinventory 
does affect your discount, yess. 

Qe The amount that you absorb out of the profits o 
the year will be affected by the: size of the inventory 
Ae Yes, to some extente 

Q. Now, as I understood you to explain to us earli 


you bought futures against sales? A, At times, 
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Yes, you are right, if you are not buying raw cotton. 


hor ewe ——— --- 


No, sold futures - Yes, by futures against saleSe 


If you are booking orders and it happens to be a time 
when you are not operating raw cotton market and buy 
actually it might be good policy to buy futures at that 
times 

THE COMMISSIONER: Q. You hedge that way? 
Ae Yes, you hedge you r sale price of the goods to 
that extent. | 

MR. MecRUER: Q. Well, if you do that then there i 
no speculative feature in the raw cotton on hand? 
Ae oh, yes, but you cannot get a perfect hedge by any 
means. You em only place your hedges-if you are 
buying cotton, buying futures, you have to buy it 
in future aiatkinn and the futures market may be manipu 
lated so that months get out of line and then you 
cannot hedge, that is actual premium you pay on your 
cost--- 

Q. For instance, to-da@ iss sold a quantity of 
grey goods, the cotton in that quantity of grey goods 
amounts to $100,000. You recon your sale price 
on the basis of the market to-day. Then you buy 
cotton? A. You buy futures. 

q. You buy futures to-days Well, You have 
ceiltbied the cost 5? oe cotton at once on the basi 
on which you sold? A. Yes, let us be a little 
more specifics 


You sell goods, say, for delivery 


next May at a price that you name to-day, and which 
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25 


fix on the market, You go out and you buy, say, 
March futures to-cay to protect yourself. Then you 
eome along to March to buy the actual cotton. You nee 
a couple cf months to make the cotton into goods, 

sO you wait until Maren to get the benefit of your 
carrying charge in the futures aceount and go out and 
buy the actual cotton. well, by thet time --- 

This COMMISSIONER; You take the delivery in March? 
2YOu do not actueily take delivery. You close out you 
hedge. You go out and buy raw cotton in March 
through your own agency or through some shipper or 
some merchants 

MR. McRUER: G. That is a different thing to the 
future? | Ase I know, but you complete the trans- 
action in your futures by selling your futures, 

q&» You are gambling then, are not you? A. NO, 
that is the whole function of the hedges You cancel 
your future transaction and replace it on actuale 
That is the whole--- 

Q. As I understood it - I may not understand it 
at all, 

THE COMMISSIONER: Is there a clearing? A, YeSe 

Q. Well then, the futures would not cost you 

any more than what you bought them fore Suppose you 
buy it in November for March delivery, the price is 
‘Pixed ein November what it is zoing to cost you in 
March? Ae Wo, you buy March option and if-- 

Q- Say now in November? A. Yes, and you buy 
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@. And it is quotation of March prices? A. Yes. 
You may buy March to-day at 11.65. That is charged 
up to you on the books of the broker, 

Q. And you have to take delivery in Maram? 

i Y@S~6 

Q. And the other persaqi has to have it there in 
earch for you? Ae Yes, but what actually happened. 
What you have to do to get rid cf that cwnership of t 
futures you have to sell those March futures, that 
100 bales of March futures in March before it goes off 
the Board, and you may sell it, the market may have 
gone up to 11s80 let us say, ad you sell it, and you 
make a profit of 20 points on your futures and thm yo 
go out and buy your actual cotton on the same market 
and you are back to your 11.60, but what it has not 
overed is the premium you have got to pay on your 
future market for your particular grades of cotton 
and that may vary from one to three cents. That is 
what you cannot hedge, you cannot --— 

MR. McRUER: @. You do not need all these reserve 
that we have here to protect against that, 33% reserve 
and dealing with your cotton on the lowest basis on 
which it has been valued in 30 years and that sort of 
thing, you do not need all that protection to protect 
against the variation in the grey? A, I do not 
know which perticular part of tie inventory you are 
putting ups Iwas thinking--- 


THE COMMISSIONER: Q. Is raw cotton graded, by the 
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way? A. Yes, one hundred distinctions of raw cotton. 
Qe Graded forsarket purposes? A. Yes, on and 

orf the standard New York quotations of each month. 

At the present time December is the cover month and 

most cotton people when they sell us cotton sell us 

December. 

MR. McRUER: Q. Well, do you sell, if you are 
overloaded, sell on the futures market? ) A, We hav 
Gone SOs 

THE COMMISSIONER: There is nothing to prevent 
that »« 
MR. GEOFFRION; If we did not our profits might be 


less. 


15 


MR. MeRUER:; You may make them less, 
MR, GEOFFRION: Well, that is a legitimate transaq- 
tion anyhow, 
Qe It accompanies your business? Ae Yes, it is 
20 essentials 
| ee You cannot be sure that you will always 
buy just sufficient futures and no more, 
MR. MeRUER: Q. Hour bdditeiiet may gO up and you want 
" more and may fall away and you do not want as much 
as you have bought? $4. Yes, that is right. 
Q. Now, there is one question I want to ask you 
in reference to the insurance appraisal of the plant, 
There was an insurance appraisal made on your plant 
- in 1956, was there not? A. On all our plents 


‘I think all the mills were visited between the lst o 
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the New year and April. 
q. Who-made that appraisal? Ae A man called 
Blackwaods» 
% 

w Was he @ man employed by the Insurance Compangds 
or by you? As No, he is one of the staff of the 
Central Appraisal Office, with all factory mutual 
companies in New England State. 

Qe And it is an appraisal made for the purpose of 
seeing what their insurable value is? Ae YOS, 

Q- So that it was a matter that was done with so: 
serious consideration - your insurance was based on i? 
Se Yes, They set out that they do not bind themselve 
to pay those amounts in case of loss by fire, that th 
loss be determined at the time the fire occurred, 
but that is to give you an idea of the limit you can 
insure your plant up to. 

qe And we have this appraisal that was submitted 
to Mr. Brickenden and that was submitted to Mr.Howsonm 
this morning - I think your plant was appraised at 
$20,000,000? A. Insurable value apart from 
land and --- 

we It was appraised in that way as the insurable 
value of the plants at the present time? A. Yes,sir 


BY MR. GEOFFRION: 


Qs Well, you have been questioned about your 


reserves, the amount of the reserves that you require 
against your inventory, including the raw cotton and 


material in process and material manufactured and 
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Supplies. The reserve you require that is a matter 
of opinion? Ae Yes, sir, to some extent any way « 


Qe Leaving all these assets at their market value 


on the particular day of your Annual Report, would that 
be considered according to yougood practice? A. No, 
when I said it is a matter of epinion - it is a 
matter to some extent of the facts of how those 
particular values were set, particularly in regard to 
raw cotton because that is the only one that changes, 
except the supplies were taken at cost as well or at 
market, supplies taken at market, and a matter of 
opinion so far as anything in process or made or has 


not been sold is doubtful value. 


15 


ee YOu told us what you have been making or 
have made it may be sold soom or may be sold latex 
or may be not sold at all, and you do not know at wha 
_ price? Ae YeSe Very little not sold at all 
20 at the end, 
@. You have to sacrifice if necessary? A. Yes, 
but some things have been put down the drain at times 
Q. At all events it is the reasonvwhy you do not 
va put your rew cotton that has been incorporated in 
these at the market prices for the time being? 
A. We start off with the market price but we apply 
fixed reserve against that. 
Q. You do not put it at that sum? A, No, the 
30 


effect is not to put it at the market price, Two 


contingencies theres. One is that the actual cost 
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et that cotton represented in the bale on March 31 
may have been below market price and the second con- 
tingency, even lower than the cost we boucht it at 
March 31, it may still @ lower. 


qe Taking the period with which you are familiar, 


do you consider that the reserve you are setting up is 
required from the point of view of good practice? 

Ae Well, I took Mr. MeRuer'ts figures that he gave me 
for 1936 on the basis of Mr. Sheppard's calculation 
and adding back the reserve, I got $7,750,000 and I 
took--- | 

MRe McRUER: Is that 19362 A. Yes, And then 
the total of the reserve was $2,719,000 - 35%. No, 
it is a matter of opinion, I do not think our reserves 
have been excessive over the period that I have had 
particular wmnnection with, 

MR.» GEOPFRION: &. Dealing uow with raw cotton I 
suppose it is obvious the higher the market the more 
Gangerous the positio: is and higher the reserve you 
require? <A, Yes, your swing - when you get up to 20-c 
cotton your market is liable to swing two cents than » 
it is down, when you are lower, 5 ents it can only 
o cents when it is “— Oute 

Q» Dealing with the income tax question I want to 
Suggest - I may be wrong - that the matter is not one 
as substantial as it lookse You set out to try and 
set your prices to try and earn a given dividend 


on your stock - say 35.00 as youstated in the report 
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of 1936, is it? Ae Yes, that is one of the thing 
we try and earn, yes. 
je Now, I do not want to complicate my question 
| by elaborate figures so I take the liberty of suggesti 
that during the time when the income tax was 10%, 
to =n it easier, then you would have to earn $5.50 
to pay $5e00 dividend? Ae YeSe 
Qe If you try to earn only $5.00, the only differenbe 
is you would have $4.50, and that is all approxi mately 
after you keep your incane tax out. In other words, 
if you want to pay §5e00 you have to earn $5,50? 
A, if you only earned the $5.00 and you have to pay=-= 
We Your income tax, we will put it 10%, you would hape 
$4250 for dividends? A. Yes, you only pay 
#4250 for dividends or pay 35,00 and take the difference 
out - your surplus, 
we And that is all there is in it? fe YOSe 
Qe Let us take that 50 cents, incaone tax, 10% of 
your net earnings applicable to your stock. Have you 
an idea the extent of the change in the tariff that woulld 
be needed to take care of that 50 cents, according to 
your figures theresa It has been suggested by my friehd 
that tariff should be altered to prevent you passing 
your income tax over to the consumer and --- 
MRe MCRUER: That is not my only suggestion, 
MR. GHOFFRION: No? 
THE WITNESS: First of all you have to relate that 


95.00 to your sales values, that is the first thing 
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| you have got to think about in this particular con- 
nection, 
%» Exactly, I am suggesting here is 10% of your 
net profit and from your knowledge of what your gross 
sales are, what your prices are and what proportion 
of your gross sales that 10% of your net profits wuld 
be, I am asking you whether there would be any signi- 
ficant change possible in the tariff to take care of 
; ié that. I think if you figure it out you will fina it 
is not a fraction of a cent? A, Our total divi- 
dend at $5.00 share, dividing that by our production, 
it would be about a third of a cent a pound would be 
the cost of that, 

15 


Q. Not a third of a cent a pound? A, A third 


of a cent a pound or divide that by averaze of 5.2 


— Is 09090900 a 


& pound would be 1/15 cents a pound. 


THE COMMISSIONER: I don't know, not unless you are 


20 equating production with prices, 

MR. GEOFFRION; I am meeting the suggestion that 
because the company wants to earn a certain dividend, 
pay 8 certain dividend, has to try and make a profit 
of 10% or 12% plus that dividend, that therefore the 

tariff should be altered to make it earn a profit of 
$4.50, It is not a practical change in the tariff. 

MR. McRUER: 30 cents a pound is, You have a 
specific duty of 4 cents a pound and you seem to think 


30 | 4 cents a pound is an important matter and I think 


30 cents a pound is more important matter, — 
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THE WITNESS: Bepends on which tariff you are 
looking &t. There is no specifie duty against Great 
Britain, 

Qe Well, you ¢id cbject, did not you, to the 
5 reduction of cent a pound? Ae Be8e They wiped 
out 148, 

\. You objected to the wiping out of 1.8 
specific duty. 

THE COMMISSIONER: I think the question raised abot 
income tax, if it were to lead to any adjustment, woul 
not — the form of a reduction of a fraction of a ceht 
on the specific duty. 

MR. GEOFFRION;: No, but the question is - all that 
is involved in the question put there is to get $5.00 
dividends you must earn 35.50, and if you try to get 
$4250 dividend you have to earn $5.00 - that is right? 
A. Y@Se 

Q- Now, I do not know if I should refer now to thi 
Exhibit that has been offered and not filed, but I 
notice - assuming these figures to be correct - in 
1916 the total of the two columns or the suggested 
reserve would have been $1,278,000, and in 1936 
= $1,719,709. So that there has been very little change 

@uring those 20 years? A. Well--- 
Qe There has been fluctuations? A. Yes, fr 
beginning to end apparently.. I have not those fi 
30 in front of mes: So far as the actual discougjts are 


concerned there has been very little fluctuation and 
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the fluctuation of course is explained by the size of 
the inventory itself, 


we Taking those 20 years together, starting in 1917 


would the sum of the profit to the Income Tax Depart- 
5 || ment be very much altered if you had not had such 
reserves as these? Would your annual profits -- 
Ae Well, he way it would work, sir, would be that 
in --- As soon as you come back to the same cotton 
| he values you are back to where you started, and it woul 
| hot have been changed, no,y 
we There may be some years more and some years les 
but the total would be approximately the same? 
A, Whenever you struck the same cotton value you sta 
% ed at you would have paid in effect the same tax, 
it seems to me. 
MR. MeRUER; That depends whether you made a loss 
or not, If you made a loss in the business then you 
20 are able by reducing your inventory to draw on the 
inventory reserve, so to speak, to make up that loss 
and when you made a profit extend your inventory and 
absorb the profit - then it would make a difference. 
THE WITNESS: I see what you means ies mean make 
is up your loss but not make it above par, you mean. 
Qe Or apportion, not bringing it up to pare 
MR. GEOFFRION: Q. Have you heard of that taking 
piace in your books? 4. No, I have never heard 


30 of it, never came across it. 


Qe Take your reserve of 1921. Take your 1921 
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balance sheet, I note at that time the market price 
of cotton was up to 40 cents, is that it? A. 19219 

Qe Yes. 

“KR. MGRUER: The highest point was 40 cents in 
1921-¢ To be exact it was March 20th, that cotton was 
at 40 cents. 

MR. GEOFFRION: . But my friend wishes all your 
cotton should have been carried without any reserve 
10 apparently eat that price, 

MR. MCRUER: No, I don't suggest that at all. 

MR. GEOFFRION: What do you suggest? 


MRe MCRUER: I am not Suggesting any impropriety 


in carrying all the ressrves you like as long as you 
i Show them, 
WR, GECFFRION: Well, that is quite different, 
i thought there was a question Suggested they were 
excessive, 
20 MRe MeRUER: No, it is the secrecy bothers me, 
THE COMMISSIONER: First, that the Government for 
the purpose of tariff and the public, who heve to 
Support tariff pressure, should know exact condition 
of those companies, what the reel profits are. 
‘ The second, of course is the Incane Tax Department 
wao should know what the profits are, However we 
will adjourn nows | 


[ae 


30 ||-- The Commission adjourned at 5.05 P.M. to resume 


at 10.30 tomorrow morning, Nov, 18th, 1936. 
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Ottawa, Ont., ) 
Wednesday, November 18,193B. 


-- The Commission resumed at 10:30 A.M. 


E. J. HOWSON, recalled. 


THE COMMISSIONER: Are we ready to go on, Mr, 
McRuer ? 

MR,MCRUER:; Yes, my lord, 

THE COMMISSIONER: Well now, is Mr. Geoffrion 
10 through with Mr, Gordon ? 

MR. GEOFFRION: Yes, my lord, I agreed with Mr. 
MeRuer that Mr, MeRuer had no re-examination so I 
released Mr. Gordon... 

BY MR,MeRULR:..&. Now, to continue with Exhibit 
u No.917, the statements affecting the affairs of the 
Dominion Textile Company Limited; we were discussing 
page 13 yesterday in reference to the percentage of 
net revenue to the common stock equity, 

THE CGMMISSIONER: What exhibit are you referri 
8 to ? 

MR. MeRUBR: 917, my lord. 

THE COMMISSIONER: What page ? 

MReMcRUER; Page 13, and there was some diseussi 
25 as to whether your figures at the foot of the page 
der the heading “Percentage of Total Net Revenue to 
Common share equity" included -- or was before deduc- 
tion of ineome tax or not ? Ae I find it was bef 
deduction of income tax. 

30 MR. GEOFYRION; Where is that ? 


MR.MCRUER; The last line. 
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How son 
MR. GEOFFRION: The second last line also is 


before, is it ? Ae The last line. 

ve What about the second last line; are they 
both the same princ@ple ? A. Total net Pahoa! 
before -« 

&. The one just above is not the same principle, 
before deducting income tax ? 

BY WR.MeRUER: Q. They are both before deduc-~ 
tion of income tax ? Ae Yes, 

MR. GEOFFRION: Both lines. 

BY MR.MeRUER;: Qe Now, Mr. Howson, I wish to 
make a comparison of the return that this company 
got on the capital invested in its own operations as 
compared with the capital invested in operations oute- 
side the company, that is, any enterprise that it 
had seen fit to invest in, Now; you have prevared a 
table that will show that, have you mot ? A. Yes. 

Qe Now, in 1927 -- 

MR. GEOPFRION: You have no copies of that ? 

MR.MeRUER: No, I will have some copies made. 
In 1927 the net revenue -- 

THE COMMISSIONER: Pardon me, are you reading 
from a new document ? ine 

MR.MeRUER: It is a working paper really of 
Mr. Howson's, | 

THE COMMISSIONER: You are not putting it in ? 

MR.MeRUER; I think I will eo it all set up 
on an exhibit later m,. 

THE COMMISSIONER: It is not in Shape to put in. 


MR.MeRUER; Not in shape to put in at the moment, 
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In 1927 the net revenue from trading -- the percentade 


of net revenue from trading to the common stock equi 


was how much ? A. That is after payment of 


bond interest ana preferred stock dividends, 


‘Se Yes, after payment of bond interest ana ere 


ferred stock dividends 7 Ae 19 per cent 


-BY THE COMMISSIONER: Q- That is the percentage 


of net revenue to What, did you say ? 4. The common 


stock equity, from trading operetions, 


MR.MCRUER: That is after vaying all prior claims 


as to interest, 
BY. THE COMMISSIONER: Q it is the net revenue 


from trading ? Ae From trading operations, 


‘%~« How much ? A, Manufacturing ana trading 


operations, 


Q+ How much ? A. 19 per cent. 


BY MR.McRUER: we And the ineome from invest- 


ments ? Ae 264 per cent, 


we Now, that would be 2,4 per cent of the total 


| -» amount invested in these investrents ? Ae Yes, 
in investments and subsidiary conpenies, 
BY THE COMMISSIONER: . In investments in sub- 
Sidiary companies ? Ae In investments and sub- 
| “ Sidiary companies, 
veThat is to Say, you Classify their interest in 
subsidiary Sompanies as if it was an outside investe 
ment ? As In relation to this ——a operations. 
%. Well, I guess that is right. 
30 BY MR.MeRUER: 4. 


Then, going to the year 1928 


the net revenue fron trading -- the ratio of net 


revenue from 


trading to common stoek equity was how 
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much ? A. 1Os4. 
s.- Shen I sey common stock equity I mean the con- 
mon steck equity employed in operations &s distinet 


from common stock equity employed outside of operatio 


F in investments in other companies, A. Yes, 
%. Now, the ratio to common stock equity employe 
in investments in other companies was how much ? 
MR. GEOFFRION: I coulda not hear the first answe ° 
How much was it in trading ? Ae 10.4 per cent 
10 | BY MR.MCRUER:» 4, And-outside the company ? 
Ae $e2 per cent. 
we In 19289 ? Ae 8.16 per cent 
on trading and 2 per cent on investments. 
Qe 1930 ? Ae 7.5 per cent on 
15 trading and 3.5 pér cent on income from investments. 
vs 1931 9? Ae 3.9 per cent on 
trading am 4.4 per cent on investments, 
Q. 1932 9? Ae 4.4 per cent on 
trading and 3.5 per cent on investments, 

a Qe. 1933 ? Ae There was no teturn 
on trading and there was a return of 3.9 on invest~- 
ments. 

Ye There is a slight loss in 1933 of .1 per 
| cent ? A. Yes. 
| 25 . 
ee 1954 7? .- Ae 10.3 per cent on treading 
and 3 per cent on investments, 
Y%. 1935 ? A. 7 — cent on trading 
and 3.2 per cent on investments. 
30 Qe 1936 ? Ae 5.4 per cent on trading-- 


BY THE COMMISSIONER?) Qs Sedo? >> oas+ 5. per 
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cent on trading and 5.4 per cent on investments, 

BY MR.McRUBR: &. Well how, you might just have 
an exhibit made up of that li ttle table that we have 
read into the reeord and we Wiil have it filed, 


Could your lordship give it a number ? 


5 
THE COMMISSIONER: This is the second vacant 
number in succession. It will be 948. 947 is not 
yet supplied. 
MR.MCRUHB: Well now, 948 will be a statement of 
10 pereentages of net revenue -« 


THE COMMISSIONER; Well, we will name it when 
we get it and put it in, 

MR.MeRUER: Oh well, I am afraid we have got our 
nertentenes wrong, that the percentages we have put 
+ in of the revenue from treding have been based on the 
total cComion stock equity instead of the total common 
Stock equity less the common stock equity employed 
outside the corporatiom. | 

THE COMMISSIONER: I see; you have been making 
20 
it work twice. 

MR.MeRUER;: So that the percentages of revenue 
from trading on the common stock equity employed in 
operations will have to be worked out. 

35 THE COMMISSIONER; Well, we will just strike all 
this out and start over — when you are ready. 

MR. GEOFFRION: Is this to be eliminated then ? 

MR.MCRUER: Well, it is there, but -- 

THE COMMSSSIONER: It is not what it was repre- 
sented to be. 


30 


MR. McRUER: Not What it was represented to be, 
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I think the reserve is bigger than appears. 

MR. GEOFFRION; Well, speaking from the point of 
view of cross examination -- 

MR.MeRUER: You do not need to worry about it at 
the moment. I am always glad to relieve you of work. 

THE COMMISSIONER: When you bring in thig exhi- 
bit that will be the proper basis. 

BY MR.McRUER: Q. Wow, I asked you to prepare a 
statement for the ten~year neriod dealt with that would 
show the total amount of bond interest paid, the total 
emount of dividends on preferred stock, the total 
amount of dividends on common stock, and the total 
mill wages, first dealing wibh it in the first five 
“ years from 1927 to 1931 and the next its Veeoe from 
1932 to 1936, and the total -- 

THE COMMISSIONER; Just a mimite; is that exhibit 
947 that was to be furnished or is it something else ? 
It was something Mr.Gordon was putting in. 

MR.MeRUER: No, this is not 947. 

THE COMMISSIONER: Then, this will be 949. 

Now, just describe it to me again. 

MR MeRUER; tt is a statement of bond interest 
paid, dividends on preferred stock, diviients on 
45 licommon stock and mill wages. 

THE COMMISSIONER: From 1927 to 1936 inclusive. 
MR.MeRUIR: Yes, my lord. 
EXHIBIT No, 949: Statement of bond interest 
. paid, dividends on preferred 
stock, dividends on common 


stock, and mill wages from 
1927 to 1936 inclusive, 
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MR. GHOFFRION: It is divided into two sections. 
it is not in exhibit form yet ? 

MR.MeCRUER: Yes, I will file it. We will have 
copies made of it. The total bond interest and divi- 
dends paid for the five year period from 1927 to 1931 
anount to how much ? As $8,343,833.76. 

THE COMMISSIONER: You have not divided the two, 
bond interest and dividends ? 

MR.MCRUER: Yes, my lord, i was giving the total. 

BY THE COMMISSIONER; Q. How much is the total ? 
A. $8,343,833.75. 

Q. All right, that is the total. 

BY MR.MCRUER: . The total wages paid over that 
period amounted to how much ? Ae $26,250,050.3 

MR. BALLANTYNE: 250,050? 

THE WITNESS: Yes, and 34 cents. 

MR McRUER: Then, we will take the next period 
from 1952 to 1936 inclusive. 

THE COMISSICNER; That is just the first five 
years ? 

MR.MGRUER: That is the first five years, 

MR. BALLANTYNE: Might I ask just what wages went 
into that wages figure ? 

THE WITNESS; Mill wages, supervision and clerical. 

MR. BALLANTYN:: And mechanical staff ? 

THE WITNESS: Yes. 

MR.M¢RUER: That is what is shown on the answers 
to the questionnaire as being wages. 

MR. BALLANTYNE: That takes in mill workers, 


mechanical staff, mill supervision and clerical, and 
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stops there? That doesn't include head office ? 


MR.MCRUER:; We do not inelude head office , 
MR. BALLANTYNE: Does not include head office 
salaries. 
5 MR.MCRUER: Or the president. 
THA COMMISSIONER: Or counsel. 
WReMCRUER:; The next year will probably inelude 
we too, 1952 to 1936 inclusive the total a ee 


erest and dividends amount to how much ? A. 


y 10 $8,445,176.25, 
xq And the total wages ? As $23,588,914.87, 
we Now, take in these years of the acute depression 
the dividends and bond interest rose by -- 
TH: COMMISSIONER: $98,000. 
. BY MR.M¢RUER: Se By $98,000., and the Wages de=- 
W#reased =— no, the dividends and bond interest rose 


iy $101,000, my lord, and the wages decreased by how 


mach ? As $2,670,000, 
. x Ye $2,670,000.; mow, I want to juss analyze that 
# little bit further ond see if we can see where the in- 
Greases took place, For the first period, the first 
Ve. years the bond interest amounted to how much ? 
Mp $1,533,970, 
25 we And for the last five year period ? 
il} $1,353,466.25. | 
we SO that the bond interest decreased in the last 
ppriod 2. A. About $180,000. 
&- By about $180,000. ? A. The preferred 
30 gditock dividend remained the same, that is, $679,210. for 


aach peried. 
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@. But the common stock dividends for the first 
period of five years amounted to how much 7? 
A, $6,130,653.75. 
a In the last period how much ? A. $6,412,500. 
&. So that the common stock dividends were in- 
creased in the depression years by how much ? 
Ae $282 ,000. 

MR. GEOFFRION; There was $5,575,000, taken in? 

MR.McRUER:; That does not alter the fact you paid 
less wages after the tariff and got more dividends on 
the common stock. That is my pointe You can argue a 
way you like, 

MR. GEOFFRION: We have more capital.taken in. 

THE COMMISSIONER; Taken in when ? 

MR, GEOFFRION;. $3,375,00C. was taken in in 1929 

THE COMMISSIONER: That would count in the first 
period -=- oh yes, in both periods. 

-MR, GEOFFRION: We had $5,375,000. more. 

MR. MeRUER: That went to the purchase of more 
plant. What I am getting at purely is whether the re 
anes was produetive to more return on common stock or 
productive to wages. 

MR. GHOFFRION: It was more money to pay divi- 
dends on, bigger common stock. 

MR.MCRUER: i don't care QPgout that, but I will 
go back and analyze it and see whether you paid more 
on the original investment of $500,000, over the last 

five years. You have brought up the point as to more 
capital taken im. Now, I am going to see whether on the 


original investment of $500,000. it was increased in 


acewo | "-e0a 2 

w - ~~ Ia is Pry er a 

tex it edd rot abrobtv rb aloote nomyo9 ent oa ae 
? tloun west of beemuons aie a evit. to bolteg 


at, 888,088, oe al 
OS, Sid,98 .a g doum wod bo beg taal odd al t 


Tat etew aebrohivis. dante fommsoo et Pars on A) } “a | 
? dona wod ve exeoy no lezerqeb edt ai boessre "i . 
000, seag +4 


at feist .000 296 8 aay ores? “HIOTaWTOD aM a) 9 


‘ 
: 


Bq Boy tont edt tetLe ton Be0b tet? SET ULM Sd : 
*) ebnebdiv ih e1om fos Sins abe? eile tette sogew ono ats Ai 
SUYTS 118.9 yoy nae. ™ as ‘tad? svete: sommon ot 


vet vo% vew 
Mi seve? “Intiqns of ont ‘ered ee :wOTRWTOKD “AE 3 d 


? modw a —s :AMLOTRATADD aT =e 


a. al 
i mi at cevet sew 000,808.89 MOLARS eee 


‘2it ode at tawoe blsow deft _ HOMOTERTIGMDO | aHT 
- sabotnog diod at ,aoy de “- sotnog 

-@toa ,000,896 Be bad oF. HO TREEOKO flit 

eroM to Seatorug edt. ot tnow ted? EUAOM oe g ! 


v # 


eds toedteidw at | Uerng Pea aaittog we  & rede 


doote nommoS so miutor etom ot. oviteuvorg eaw ms 


re. | 


. 208 o ovivoxbost } 
“Evid ws. ot Danaea stom asw tI MOITITOLD es | 
teote . aommos xeaaid ito shag: * 


Rs, + Le Pa ‘eJ f 


Liw I tud ,tadt sively Sts90 #'n06 1 1SHUROM, ‘ i : 


— 


of Asay ¢ 


om Bieq voy sedtesty oec bas, BS, exelent Bue. toad 
> 

at ody weve 600 .008§ to ‘Yaomtuavai fentgize ody - 

ial ot (88 tateg oat ”. Saquosd vad or” 7 ov 


, Dae Se “. . pals pee IER. ro ead 


‘) wadtodu 908 pe antes ns 2 & «WOU mt modes 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


ORONTO 


REPORTER 


CANADA 12790 Howson 


10 


15 


20 


25 


30 


the last five years. 
THE COMMISSIONER: There was $3,375,000. taken in 
that year. 


MR. MeRBER: Of that $3,375,000, taken in a porti 


of that capital went into the Sherbrooke Cotton Compan 


did it not, which hed previously been shown as a sub- 
sidiary company? 4, No, it went for the 
purchase of the Sherbrooke Cotton Company which became 
a subsidiary company. 

%w» Oh yes ? Ae Aecording to the 


questionnaire here the note on the questionnaire oppo-= 


| site the issue of the $3,375,000, is "These shares 
| issued to finance the acquisition of the Jenckes CGana- 
|| dian Company and the Canadian Connecticut Company”, 


|| which was the Sherbrooke Cotton Company. 


we Well, we will eliminete the new capital that 
was brought in and deal with the original investment of 
$500,000. over the same period of years as is dealt wit 
in this Exhibit. We will heve it right here because it 


was suggested my question was unfair in regard to the 


jjother capital being brought in. In the years 1926 to 


|/1931, or 1927 to 1931 what would be the total amount 


paid in common stock dividends on the shares that were 


issued for the ori ginal investment of $500,000.?7 


A. $3,750,000. 


Q. From 1932 to 1936 what would be the total amoun 


paid as dividends on the common stock that was issued i 


Qe Well, we have got the story. Now, “I think 


that is everything I want to ask Mr.-Howson in regara t 


turn for the original $500,000, ? A. $3,562,500.- 
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the Dominion Textile statement at the moment. 

‘MR. GEOFFRION: I might have to defer part of my 
cross examination on these incomplete exhibits I have 
not yet seen. 

MR, MeRUER; Which one ? 

MR. GEOFFRION: The one you just put in this 
morning, I have not seen yet. Anyway, I think I have 
got enough to go to the adjournment. There is no 

| danger about that. 
) 10 

THE COMMISSIONER: There are two exhibits not in 
at all. 

WR. GHOFFRION: T may be able to cpwss examine on 
them because I think I have the substance of them but 
15 I won't be able to guarantee it. 

THE COMMISSIONER: If you wish to defer part of 
your eross ea tole it is quite all right. 

MR. GEOFFRION: <All ri@ht; if necessary I will 
apply for that later. 

» 20 

CROSS EXAMINED BY MR. GHEOFFRION: 

Qe Would you please take your statement, your 
general statement number 317, I think it is called -- 
917, I am sorry, and look at what I call page 5, or 

25 || page 11 according to the way it is numbered. 

MR. MeRUIR: Better refer to it as 11. 

THE WITNESS: Is that the one headed “Memo re 
Profits" ? . 

' BY MR. GEOFFRION: Q. Yes ? A. 1927 to 19354. 
30 


a, You have used that statement among other purpoges 


to suggest that in the year 1954 wages were reducede 
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Do you know that the cut in wages took place in April, 
1934 ? 


MR.MoRUTR: April, 1933, according to the evi- 


dence, 
5 - MR. GEOFPRION: For the 1934 year, you are right. 

MR.MeCRUER: For the year ending March Slst, 1934. 

MR. GEOFFRION: I am sorry, I am corrected. 1934 
begins in April, 1933. The wages were cut in April, 
1935 ? A. The only thing I know about it is from 

10 the evidence. 
we Well, pretty nearly everything you have said 
you know from the evidence and the books. Ae Yes. 
&, Well, thet is the beginning of the fiscal 
year of the company 7 Ae April lst, yes. 
er ve SO that when they made the cut at least they 
did not know what would be the results of 1933 - 34 ? 
Ae No, they would not have the results. 

vw» If, on the otherhand you look at 1932-33 you 
will find they had a deficit of $1,796,143.; that is 
right ? A. That is -- I would not way that was 
a deficit on the operations. 

MR.MCRUSR; That is after paying -- 

MR. GEOFFRION: A deficit I say? A, What do 
+5 you mean by that ? 

Q. $1,796,000,7 — A. After paying divi- 
dends, after trensferring a million dollars to re- 
Serve on investments. 

G- Now, as against the million dollars they 


) 30 transferred to investments they had received interest 


on investments of $550,000? A. Yes. 
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Qe And. go therefore there was only $450,000, 


Was charged there -- 
THE COMMISSIONER: What ? 
MR, GEOFFRION; Only 450,000.; they transferred 


5 a Million dollars to the fund. They charged 


$1,000,000. ..to! logs on investments and they received 


$550,000. profit on investments, 


Page 12795 follows. 
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4. There was income end profit on investments. 
during that year of $550,000. 
Q-.. That represents a difference of $450,000, 
MR. MeRUER: I do not see the t. 

5 WR, GEOFFRION; .I.did not interrupt my leerned 
friend, end I would ask him to el low me tocross- 
examine the witness, The witness cen defmd himself 

BY MR. GEOFFRION: Q. I suggest that tle. 
investment item here snows en interest on profit 

10 of $550,000 in round figures. A. Thetis right 

Qs. And tat on the other hend there is « debit 

on losses on investments of $1,000,0007 A, Yes, 

@, And ea canmon stock dividend wes peid of 

$1,282,000? .. A. Yes. 

” Ge, Soitwes nota yeer ag good as 1934, ‘Thet 
is whet I am after, &e 19323 was not as 
good as 1954, not by aby means, 

@. The next yeer they not only redwed their 

weges by 10 per cent but their dividends by more 

. then 10 per cent. 

MR. MeRUER: On common. stock. 
THE WITNESS: The dividend was reduced from 5 eo 

4 per cent, that yer, wes it not? . 

25 BY MR. GEOFFRI ON: Q@. The div idend we . reduced 
by 20 per cent, end you know that the higher saleries 
were also reduced by fer more than 10 per cent? 

De you know that ? &, There was e reductio 
in seleries, 


) 30 Q. That wes proved anyway. Do ym know also 
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thet the great year of 1934, that banner year, wes 
lergely due, I understend, to e« rise in the price 
of rew cotton? A, I know there was © rise 
in raw cotton, and somebody in the evidermwe has 
attributed the proits to that, but the company's 
stetement does nt show that, 

QQ. Bat as a matter of feet there was 6 rise in 


raw cotton? A, In the rew cotton price, 


Yes, 

Q. Thet would meke a profit to the company? 
4. It would be a profit if they reised their price 
accordingly. 

Q, Not only thet but the meteriel in hand would 


increase in value also, A, Ido not know whether 


15 


it would if they took it at cost or market, whichever 
was lower, | 

Q. But you had testimony yesterdey that itwas 
teken at wm rket, A. Yes, but the stuff they 

, el had on hand at the close of business might have 

been merchandige purehessed et the elosing price. 

Q. When the rise took place, if they had raw 
cotton on hand «< 4. Theat cost them less, 
and they took it: in et market price, they wald show 

5 a profit. 

Q Exactly, end we had evideme that they did 
teke it in et market price, when there wes « rise, 
and the inference is thet theré wes a profit due to 


the rise in the price of raw cotton. I em instructe 


) 30, || thet thet is so << ' A. I cannot tell ym thet. 
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This statement does not meke eny distinetion between 
results of operations end results of inventory. 

@.. Ido not ask you to admit it because ya do 
not know apparently, but et all events if there was 
6 rise inthe price of raw cotton, that wuld not be 
a profit due tomenufecturing end merchandising. It 
would be an accidental profit due to fluctuations in 
the world price of a eo aamodity. 4. Of sourse, 
the campeny is subject to these fluctuations, 

ae Would you sigest that when ecadton fells 
end the company takes e loss, the tit should reduce 
its wages? - . 4. 1 .do not know thet I em 
in @ positiont discuss the policy of any coOmeny 
in thet regerd, 

MR. MeRUGR: They heve reserves against thet 


MR. GEOFFRION: And you ere criticizing the 


reserves. I woulh ask my lesrned friend again to 
iet me cross-examine the witness, He can re examine 


him if he wishes. 


“i THE COMMISSIONER: Yes, I think it would save 
time. 
MR. GEOFFRION: The Witness can take care of 
himself, I think. 
25 BY MR. GEOFFRION: Q@- I was stating thet of 


course it waild be absurd thet e company should 
€0 end reduce its wages because accidentelly, 
through fluctuations in the world price, cotton 
went down, and we ere ell egreed that it did. Do 


30 you hesitate to answer thet? A, Let me get 
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that question egain,. 

Q@ 1 aizgent that it would be absurd that eae 
canpeny, aii time thet cotton fells ani it therefo 
suffers « loss on thet account, should go and reduce 
its weges, and that wages should fluctuate with the 
cotton merket? &, I do not think thet would 
be e very sound policy to follow. 

@. Should not the rule work both ways? 

Should an accidental rise in the world price of 
cotton be a sufficient reas for raising wages? 
4, On the seme basis, no. 

@. All right. Now would you pleese look at 
pege 9 of this Exhibit, Finamiesl Summeries? 

This is the pege of your statement which my learn ed 
friend used to paint ® spectaculer picture of the 
money that wes made by the originel investors of 
¥500,000 in cash end common stock. would yu take 
the investors of 1929, who put in $2,375,000, 

end scé how that picture comares with the other. 
Give us what is the percentege on their investe- 
ment thet these gentlemen got. You know, es s met te 
or fact, thet for their $3,275,000 they got one-~ 
Sixth of the equity of the compeny, 45,000 sheres 
out of the 270,000. Figure it out. I em not a 
Methematician, ean I mey be wrong. Ae One- 
sixth. 

Q@. Therefore, for $5,575,000 of god cash 
these gentlanen in 1929 received one-sixth of the 


equity of the comeny, ami they got therefore 
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one-sixth of the dividend of $1,350,000, 

THE COMMISSIONER: How much? 

MR. MgRUER: $2,375,000, wes it not? 

THE WITNESS: $3,275,000. 

BY MR. GE OF FRI ON: Q. You say they’ cot one 
sixth of the dividend of $1,350,000? A, They 
would heve one-sixth of the totel dividemi issued. 

THE COMMISSIONER: The total dividend was 
$1,375,000. It is marked right here. 

THE WITNESS; Thet is not the totel dividend of 
1929. 

MR. GECFFRI ON: i am wrong. It is $1,180,000. 
Suppose we take 1930, to simplify it. 

THE WITNYSS: Take 1931, which is $1,350,000. 


MR. GEOFFRION: Take the highest dividend peid 


since they put in their money. Whet rete on their 


¥,575,000 would they get comps red with the 150 per 
sent on the $500,000? 

THE COMMISSIONER: $125,000. 

BY MR, GEOFFRION: Q.° I want to know what igs 
the percentage of dividena they got on their esctusl 
investment of the yesr before? 

MR, MeRUER: They paid $75 a share, and they 


got $5 e shere, 


BY MR, GEOFFRION: Q. 6=2/3 per cent, yes. 


Then in the year 1954 they get ae little over 5 per 


cent, did they not? 
‘THE COMMISSIONER: $217,000. 


THE WITNESS: They got ebot 5-1/3 per cent. 
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BY MR. GEOFFRION: Q. 5-1/3 percent. We 
heve discussed there the highest and the lowest 


dividend they have received since that date, 


A. Yes, in that period, since they subseri bed, 


10 


15 


20 


25 


30 


%- SO the dividends they received on their 
investment varied from 6-2/5 to 5-1/3 per cent? 
he YES. - 

® Of course it is rether a contrast with the 
Other dividends paid to the Originel promoters? 

4. Yes. | 

Q, But is that a very, very unusual thing, for 
promoters of an enterpris e, of e@ new venture, 
putting in their money thirty yeers ago, to get a 
much better return then those who come in at the 
lest momert when the enterprise has turned out a 
Sues ess? A. WNo, 

a. Toles teke ¢ls0 the other investment of 
¥2,500,000 in 1923, et the time of the incorpomtion 
of a new compeny. A. Just pxtor te thet. 

Q. Just prior to thet. There Pxeain these 
gentlemen were getting one-third cf the equity at 
that time as egainst the original promoters' two- 
thirds, Is that right? A. Yes. 

Q. JI am trying to Simlify it that Way. 

Cen you tell us what is the return they received, 
seyin 1984? ve will lesve out 1928, My 
experts celeulate it at 12 per cent. A, Oh, 


you want the parecentage. I was trying to figure 


yout the peresntsege of their equity in the compeny,. 
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@. Obviously we know they put in $2,500,000. 
4. They got three shares for each one, 

Q. I em sorry, youmay be right. We can cheek 
thet up. 4. They got 75,000 shsres out 
of a total of 270,000, 

BY THE ¢C QMISSIONER: Q. There wes an issue 
of shares of a per value of $100, was it R t? 

A. Yes, they subscribed for 25,000 shares of a 
par walue of $100, end then on the reorganization 
they got three shares for each one, 

BY MR. GEOFFRION: Q. I apologize. I thaeht 
it wes one-third; I mey be wrong. Will ym check it‘ 
A. You were wether ns to one-third interest? 

@. Yes. A. It wes one-third interest 
before reorgs ni zetion. 

Q.- It mast have remained one-third efter. 

4. No, it wes one-third then, but it becanes less 
then one-third when the other comes in. 

Q. tam not speaking of 199; I em speaking of 
1923. A. I see, That is right. 

Q- It becomes one-third of five-six ths later 
on, but it wes then one-third. I will put it this 
way. Until the 1929 sdditional is sue of stock the 
interest of these people was one-third at the time 
they eeame in? _&, Tes, 

Q. Afterwards it was one-third of five-sixths, 
But then I would like to know, here again let us 
teke your lowest dividend in 1924 or 1925. That 
would give them how ea hai cent ontheir capital 


investment of $2,500,000? A. 12 per cent. 


= “seme Ndsie-s 2, eorede cae my "ear ee | 
desdo mee ow Sigit od a aera a9 : ie " B ian 
SeBetads-O0G,8R 169 VaR Ze" He * “a ta 
ae | 006 ,0r8 ‘to Lfotot a = . 
sve a! He wow onedt- 49° rammrectalay y er s 
“Bhem +f eaw ,0O0L% to euley tq & to Betate ‘ud 

e to @or atie 000,22 “or heditendve yodt eX i 
aoljexiaagiost eft mo soit? be ,00L} to on Lar Taq: 


OG heii ‘wl soteta oouit tog wat 


tefgso dt I »eatgofoge I 4p +O TET ica sth 7a" j 
tet deode soy iliW .gaoxw ed yar Tt (tie -9 ae @sw a 
ieotesat btdt~ene ot sufrsote + otew wer "A 


teomint Sitde-eae et a > i eer vd ge 


" smotéoa in tard 't arn 


+ tts baie eno Beni Ramo ovat ta sia vt oO 
ano I ge mp god $i tud ,w6cdt Seidt-ano eaw if’ on ta 


r Se 
“nf vemos Tedto edd aedw brlilt 9 a0 ands ris 
; a - 
$f 
‘to -gaileegs me Ij em £ t6 gatdesye tou aa oh om 


i 
stight ot Fef? eee Ta eee sate, | 
wtak oat zip-avit io pend aie poscosd ax e en ‘| | ‘i 
eisd th tuq Lite I .ortdt~eno net “aay $2 sat, 
od? Xo0su to onet ho tt bbe eaer oad ad on 
ome tt te Sti ti-em0 sew Sf qoeq eB vey ’ seered a | 
= ee ft Uh ee AE Mis exe + 
80 xie~ oi 2 2e Btidt-on0 egw $e peer ta - 
BS tok siege espa wom of att Bivox 


tact . .280f to S8¢f nt bos bt ves . 


< 
. : 

5 
A 4 


5 cai 
= 
oat . 

2 


a 
= 
a 


’ ; 

i. =| a 

. s 
a 


aT a wee <i f 
fast gee Tiedt ne taps a. is ia setts vi | Aion) 


— ’ pe ie es SUN or . aft 
|, cite es  '¥) —s ¥F$ COO. oF 2 + 


— 
» 
S 


te 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


DT fonnina — ieldin 

Q@.- 12 percent. Now tomske things a Little 
shorter I will 1 cave out 1929, when new money was 
caning in, am teke esnother year when the highest 
dividend was 11,25. | 

5 ME. Me RUER: Whet yeer? 

MR. GEOGPFRION; 1926, 1927. I see that is conm- 
plicated by the new stock. Iwald like to leave 
that out, 

THE WITNESS: 15 per cent. 

! 10 BY MR. GHOYFRION: 4, Now afterwards, whet was 
their percentese, sey, in 1922, when they had one 
third of five-sixths? 

THE COMMISSIONER: Five-eighteenths,. 

BY WR. CEOFFH ay: Q@. Five-eighteenths, yes, 

% and thy divided was $1,550,000, the highest dividend. 
A, It would be ebout 27% per cat of the equity, 
would it not? 

Q. Itis five-cigteenths. 

' Me MR. NASH; Five-eighteenths exactly. 

THE WITNESS: Thet is 1932. 

MR. NASH: $875,000 is five-eighteenths of the 
dividend. 

BY MR. GEOPFRION 3 Q. I eam instructed thet 

25 five-eighteenths of th dividend, whieh is the equity 
of these people, is $375,000, but we cen check thet up. 
Ae Thet wes in whet year? 

Q@. I om teking 1952 or 1935; they are the seme — 
no, 1922. 

] 30 _ MR. McRUER: 1961 will do. 


MR. GEOFFRION: I em wrong, 1961 or 1932. 
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MR. MgkUER: The rate was really the same on 
the original investment et that time beceuse the 
other wes at the rete of 150 per cent, and this would 
be @ rete of 15 per cent, which bears the seme rel eq 
tion. 

THE WIINESS:. Yes, thet is right. The total 
enount ig $275,000 sppliceble to those shares. 

BY MR. CEOFFRI ON; Qe. Then those gentlenen in 
1926 putting in $2,500,000 in cesh have been re 
ceiving in dividends first 12pq@ cent end leter 15 
per cent? A. Yes. 

Q- And those who put in $3,375,000 in 1929 
have been receiving dividends thet varied from 6 per 
e cent to -- 

THE COMMISSION R:. From 6-2/2 to 5-1/3 per cent. 
THE WLTNESS: Yes, 
BY. MR. GHOFFRI ON: Q. Now is there any perti- 
guler reason why, in determining whet is the fair 
’ 20 emount of protection thet e parliament, bel ieving in 
the poliey of protection, rightly or wongly, shou 
give to en industry, thet we should, as my leerned 
‘friend did, shoose exclusively the returns in a 
company, the biggest if you like, on en investment of 
25 the originel promoters thirty yeers ago, end ¢on- 
| pletely feil to compe re it with the retum on the 
investment of later invest ors? Is there wig reason 
for that, choosing the one group af investors who 
ceme in thirty yeers sgo es the besis, rather thn 


others? 
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MR. MegRUER: I think I shouléd be celled upom 
to enswer that rether than Mn Howson. 
MR. GHOFFHION: I am entitled to put the qwestio 
to see whether he is wis ites or umilling to answr 
it. 
THY WITNESS: Would yo please geveat the 
question? | 
BY MR. GEOFFRION: Q. Is there any particular 
reason why in determining whatis the fair emount 
of protection that a parliament, bdievim in the 
policy of srotestion, rightly o wrongly, should give 
to en imustry, thet we should, es my learned friend 
aia, choose exclusively the returns in e company, the 
biggest if you like, on an investment of the or iginal 
promoters tnirty yeers ago, and completely feil to 
compere it with the return on the investment of 
later investors? Is there eny reason for that, 
choosing the one group of inverters whe came in 
thirty years ago as the besis, rather then others? 
A. I think thet is a little outside my province. 
Q,. Theat is enough; thet is what I went. Do 
I understend that in this statement the besis for 
it is outside of your prov ince, end thet you are 
Simply there to make stetements as you are told 
ace ording ‘s the books end information you got from 
the company? 
_ MR. MeRUER: The ste tement contains the whole 
story. | | 
MR, GEOFFRION: It does not contein the whole 


story. Will my leamed friend please allowmeto put 
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the question to the witness? 

MR. MgRUER: You are putting it most unfeirly, 
to suggest that there was eny ciscriminea tien made. 


MEK. GEOFFRLION: In my gestion there wes no such 


5 || Suggestion, 

THE ¢ GIMTSSIONER:..Go on, My. Geof frion, 

BY MR, GEOFFEE ON; @. What I meen is that yar 
statenent is yours ag regerds the figures, bat the 
basis of it is not yours? & Iwouldnot 

@ 10 sey that. 

BY THE COMMISSIONER: Q. Yor are speaking ag 
an accountant anc suditor? & Toe certain 
extent; also, as eaccountent and auditor reteined by 
this gommission to moduce intometion for the 

15 benefit..or the commission in reletio to the various 

comenies that are investigated, and this group of 
Statements includes the balame sheet end profit and 
loss account precisely as the returns heve been 
Siven tous, subject to certain adjustments which 
were given tous by letter, and goon, 
BY MR. GEOFFRION: @. Fron the company? 
A... From the Ga@ipeny, am other stetements and infor 
me tion contained in the guestionnsire, and other 
informeti on received from the gc ompany, to illustrate 
- certain angles that heve been brought out in the 
evidence, 
Q. dt would suggest that yo. are defenling your- 
self when not attecked. ' Ae I am not de 
% 30 Tending myself at all, I em trying to explain whet 
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| Q, You are explaining what does not reqire 
explene tion because I heve admitted thet yur figure 
are accurate, end I wes questioning you on the basig 
A. And 1 em expleining to ya the bssis of these 
statements. 

@. All right, and one of the bases et least of 
the stateuent wes the enswer given by you, and by 
ir, MeRuer, thet you are not prepared to sey which 
of the three groups of investors should be taken as 
the basis. A. dir, MgRuer asked me cer tai 
questions which I enswered. 

Q. You do not care to pass on that? I will 
&°o to something else. In your statements, ins teed 
of soncentrseting on the cash originally put in, of 
~500,000, genorelly spec ing you proceed whenever 
you refer to ¢ash put in by givine the total cash 
put in, nilding the $500,000, the $2,500,000 and 
the 16,575,000 ? A. In some stat enents, 
yes. 

Q@. Weli, of course, from the point of view of 
company law thet is not the function because the 
shere interest of each contributor is not proportio 
to the emount put in. We see that the 1923 gentlen 
had Tive-eight eenths, and ten-cishteenths applies to 
the promoters. Then of course the revenues of the 
compeny ere divided, es we ell know aceording to 
compény law, according to the interest, end not 
according to the einaet put in, A. According 
to the shares issued, 
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explanation of a very slight discrepancy which 
probably is explainable -- in fact I think I have it 
Teke 1926 as en illustration, You give, on the same 


page, the ¢amon shereholdas equity as $11,768,000, 


5 Re M@RUER: Is that on page 9? | 

MR, GEOPFRION: The gane page, yes, pee 9, or 
page 11, 

MR. MeRUZR: I have it, ys. 

BY MR. GEOPFRION:. Q, Then I turn to pege 12 
where the common stockholders equity eppears es 
#12,629,000 for 1936, A, Thetis after bond 
diseount whigh they earry as en ssset ont heir books, 

Qs The difference between those two figures ig 
the bond diseount, do you say? 4. Yes. 

THE COMMISSIONER: Where is the figure. on page 12 

(The Witness indice tes) 

THE COMMISSIONIR: That figure, though, does not 
make up this difference betwem $11,768,000 ena 
> $15, 629,000. 

. 20 
@. You sey that the di ffereme is made up of 
$518,250 bond discount, but I th ink the error is here 
that. the real comperison ghould be between the 
figure et the foot of the pee, page 9, 12, 947 ,000 
op instead of $11,768,000. A. Yes. 

Q. Mr. Geoffrion stopped on page 9 et the 
$11,768,000 figure, wi thout adding in the $2,179,000 
right below it, representing inventory, inves tment 
and contingent reserves. Tht mekes the totel 
> 30 equity of the conmon shareholders $13, 947,000. 


. Then you compare thet with the figure on page 12, 


; ot: aa a Sethe 
Boas “SREY wosst Coron figs Oh pe 
_fetdw yort eqexontb tdgila ytor ato 0 18naalexe “i i 
owed Z.ankis, I feat at -- elf sntetaxe st xi¢etor | 
im & ott mo ovis sox MoltenjeuLif as Bs eset oxeT | 
Peat Lig se wisps. a mAlodetsse ROMED © edt and 

7@ epeq mo todd al pico ks Ai 

20.,8 Omq .2oy. .easq ance OAT 10 OTD «aM 


i" att oper 
PY tt eved I jie 8 | 
SL. euaq ot wut I mes? 9 : MO IATIOED -iM Ya - 
89 eteoggs Yslime eteblodssets sommoy of t ot eas 
band yevle attad? A... .@aRL aor 000, 053 .SL¢ 
wed tiedt ag ¢ 8 18 89 "lise yedt Seotiw Taso oe £5 
ti estugli ont seed seswted 2qneTeILth ed? 49 dol 
Py) a Tyse soy of .tamoslD Saod ent | 
$900, G0. ows od? Bl oundl.. :AAMOL@EINMOD aE. | 
a (goteoitat evontt® oft) 
Mi BOOS , dane dt OTL tad? LH MOTEETAMOD gH Mui 
bate 000,887, L128 ment od Senor stiib aldy qu ext am 
-000 , 88 ,S.£8 
to. qu eSsm. al cael fb oft # edt we mY P 7. 
i at rome orig sat st i tud ,tuncoels haod 988, 818 1 
asks aongred od. Siseoda moe Itammos faot ont # acid | 
00, We SLE +€ ogeg .omg off To toot om? de etait | 
BOK oA SND tert : 
9d ta © 920g Mo hoqgots molsIteD aK 4p 
GPL SF ons at yx bhde tuodt be em att cent 
neat esyil ,yrotnevat mn enpnonn. Th wols / 
ingot edt souem toi? r 


100080 8 omens M ele 


ae WD ee ae eae me XO. gee Ee te 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


>- RONTO 


REPORTER 


CANADA 


25 


30 


12808 Howson 
$15,629,000. The differeme there, the Witness 
points out, is made up of $518,000. 

MR. GEOFFRION: That is not enough, 

THE CQMMISSIONER: The Gifference between 
v1%, 947,000 end $18, 629,000. | 

MR. GLOFFRIGN: I+ is the difference between 
#11,000,000 end the $13 , 000,000. 

‘THE C COMMISSIONER: No, you shold not sta at 
the $11,000,000 figure. Otherwice the ¢ omparigon 
is not.onm the seme besis. You See that below the 
#11,768,000 there is en iten of «2,179,000, right 
et the foot of the pege, mexing the total 
$13,947,000. 

MR. GEOFFRION: I understand. The difference 
between the two figures is free and contingent 
reserves, not bond discount. I think vw were both 
mis taken, 

MR. MeRUER: I do not think Mr, Howson had 
the figure. 

EY MR. GEOFFRI ON: Q- The 4iffermee between 
the two pyres disappears if you teke into account 
contingent reserves? &. No, 

@- Well, apart from bond discount, If I teke 
the ¥12,947,000 -= bond discount is out of the 
question because it is ignored in both plecesg -= 
at all events I understand that. The eash investment 
you sey, is w6,575, 000. 4, You are dealing 
now with which statement? 

Q. Page 7 shows the cash investment. Thet 


includes the $500,000, the $2,500,000 ani the 


7 = ee mis i 
a as it = _ i ; ha , ‘. 1 aig) 


er ai ia i < ; Nos i ae a > baad! ‘ rs TAO 
’ . : et. > Vie rar 22. wae } a — cr ae pei 
noawk . ‘eoest > 7 ? ’, a in A 
> ‘ me ‘re ba 
, eon Be ‘odd stadt omiarel ib ‘od? scence 
| .000 alee to e obaa al “bed i jue. b 
igmoae toa et fai? ‘ym Hriad a” 


“geewted Somer? tb ot? ‘MIWOLERTID 0 far w | 
: "000, ee are baa iat ,vet ace 
mewisd comersttib edt ef gi imiiwio mk | 
000,000, &f¢ edt tne 000,000°253 
$s pte tom bimde soy ,on  MUMOT aT AMD D “aT 
m@altaan0¢ asi t 9 atw ted .o matt 000,000 148 edt 
edt wo led ted eee wot, Btcod emag eit me fox et |} 0 
| tdgtx .000,e¥E st to met ae’ ei ovredit 000,888,116 | | 
| fistet eft salves aaa out +6 foot bat 3 : 
eae eae eo, ree ere | 
comer Rib ed? ,bustercbay XY wb DATA 
daogn hoo bas cert ot es tugtt ows oft deowted — 
dtod stow o datd? I .tnsooe th baod ton |teywmeer | 
bed ndewoH oM datsd ton Ob T 1auterole SEE Pe 
| ; | setgit + | meee) pe 
spowted 9 om te THY fb oft 9 "£0 Tastes AM a Pz i . = 
J Racoon otal exat HOY ea pastor dar Ros ay owt ‘ade | | a 
Se ae a 3 sagsaitac0 | 
Giet ITT taucvatS “rod mot drags (fie¥ po) | 
| eit w Ye f80 BL Tm 0R 1b Buod = 000, 2, SF" ode a 
-- asoaly ited at fe mitat et or oeuncod aottsonp | 
amore! it oat aad badvestin t Piha! Spe iat 
atfesh 1s oY | é 


> 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


TORONTO 


REPORTER 


CANADA 


20 


12809 Howson 
95,575,000, 

Q. In those Gelcalations , therefore, you do 
not go on the basis of the cash invested slone? 
4. Whet is thet? | . 

@. You do not go on the basis of the ¢ash in- 
vested al one, A. I do not &O on the Panis 
of whet? 

Q. Your seleuletions are not besed on the ¢esh 
inv es tment alone, whieh is the be sis for your deduce 
tions on stiles thet danse on pages 9 end 12? 

Ae No, 

Q That is obvious. You do not either £0 on 
the actual ve lue, A. On the which? 

&. On the actuel wiue, the present value of the 
somiod ity you ere deeline with? A. Let me 
understand whieh g tet enent you ere telking about. 

Q. Page 9 ma page 12, A. In me 
Stetement I bese it on the actuel cash, 

Q. iam dealing with pege 9 and pege ie, 

A. Pege 9 ig just e recapituletion of whet has been 
peid. 

Q- Let us teke pages 12 end 13. Your deduetions 
On pages 12 and 1S, which eone down to the material 
que stion ot percentages, they ere not the besis for 
yur calculetion of the assets of the inves tme mt, is 
not the cash psid for it. A. Yes, I have 
to tee the $12,000,000, 

Q. Yes, but you still remein with much more 
then your $6,000,000. A. Byt it is based on 


the cash inves ment plus the accumulsted profits 


ue | ! cose r | . Ps 
a07 wed? oh oe : “a004en5 


of my , orctoted “, mnoitel wisn ou toe: SEX oc 


Yanole botesval dese off To stasd eff co 03 ten 
gated Sonetol hth ad. Riga riel A 
“at ilerd odd to sieved att ao eg dom ob HOY 

 etasd edt ad Oy fom OF T* A Yemo lo Siruev 
ftadw to 

deso of ao bousd toa ors motielyolso im0oY by 
ia moy Tot efesd aid at dotdw - StL tneat se val 
“9Sf fae @ soneq ao. 2 tnems tats seeds ao anoit 
. ee ee 

no og taitie dom ob soY amido ef ¢afT «2 
Lisa hgud emt m0 A ent ar Landoa ont 
it ‘To uitey theese ty ant, ent |e ‘Lastes dw >” | 
em tot “.A fdtiw miflseb ots soy if Bo mo 0 | 
-ixode galifet ere soy tmpme tetas doidw biatatadas | 

om al 4A -8f ogsg Sas @ ogsd “.p 
deso Lantos oft fo $2 aed I taametote 
e &f ‘ens e Bae © emeq dtiw ‘es Peal me rt .p° Ae: 
eed eed taiw bo motés iat fqscot 6 tast ate ‘eset oA 1 
olfenbeb smoY .81 bas SI segeq sist ex ted 2° 
Isixedam ont of awoh ono olde ,Si Bete Sf seseq ne . 
tot hiiead edt ton ste yait -2egstaedis¢ Tom Ite onp | 
+ lar oebdmtad 64s" te blades cette MEW i ee | 
oe a ae hea — add 


ovat I .neoY LA 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


REPORTER 


> atest TO = 


20 


CANADA 


12810 ow s on 

Q. Plus accumuls ted pr ofits? A. , Yes, 
@. Exactly. There you teke cash invested plus 
accumu late d prorit s? | A, | Yes. 

| q. Yon do not teke, you ao ae pretend to take, 
as @ basis the depreciated value for the yeer under 
considereti on? A. I have teken the de- 
precie ted velue of the plant, | 

@. Are you taking the pre sent d creel stes ve lue 
for your calculation in so fer es 1936 ts e oncerned? 
A. I on teking the deprecicted value es shown by 
the books of tha G Ol any. 

Q. Ag shown by the books of th compeny, but 
not according to your own view? &. No, I em 
teking it in the. ste tenient according to the books 
of the compeny, 

@, You are imeo king off 912,000,000 from thet. 
4, iI em knocking off $12,000,000 trom the totel, 

Q. In other words, you ere teking the present 
depreciet ed value of the plant es show by the books 
of the compeny minus $12 ,000,000? Ab. Yes. 

@. On pege 7 you state, don't you, thet this 
is underestimated by $17, 265,000? - A. Yes, 


@. Soif you teke your view of the prese nt 


depreciated velue yai should edd this $17,000 ,000, 


end of course deduct the $12,000,000, or edd $5,009000 


Is not that right? A. Wot for the purposes of 


this stat ement * 


8. For the purpose of getting at the present 


depreci ated value, I would say. I do not cere abait 
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A. No, I should not do the tin these 8 tatements, 


@. Please remove the Statements from your con- 


sideretion. 


these sta tements, 


A. Your question reietes to 


Q. My question does tot say a word sbout State= 


menta, 4. You are telking about s tatenents, 


end I went to understand the mestion, Please repeat i 


Ge Ts) if you 


deprecia ted ve lue 


teke your view of the present 


you should edd this $17,000,000, 


end of course deduet the 712,000,000, or ead 


| *5,000,000, is not that right? A. To get 


et the velue of the Plent today, yes. 


Ge To get at 


the value of. the plent today, you 


add $5,000,000 to what the company values it at? 


4, There might be more than thet to bring it up 


to the figures I 


heve dealt with here, There wes 


the $17,000,000 -- yes it would be ¥5,000,000. 


BY THE COMMISSIONER: Q. According to ya, the 


plent is worth ¥, 


it at? 


000,000 more than the compe ny va lues 


A. Yes, in their books, because 


the $12,000,000 has Gone over into the books, 


BY MR. MeRUER: 


Q. It iswath $17 900,000 more 


= the deprecieted value, but worth 29,000,000 


more than it is valued at in their books ? A. Yes. 


THE COMMISSIONER: That is the point. 


THE WITNESS: 


On this basis I em not saying wha t 


nee Plant is valued at. 


BY MR... GEOFFRION: Q. Your basis jis the pre se nt 


Lepr eciated va lue, 


It -appeers On the books et 
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¥25, 000,000, snd accordim to your view it should 
eppeer es some $51,000,000? A. Yes, 
approximately $5,000,000 more. 
| Q» tL em not going to go into the details. That 

5 means, Of course, that the $12,000,000 which ya call 
inflation, was not sufficient inflation, There shold 
heave been $17,000,000 from the point of view of th e 
value of the property? 4. Today, yes, 

Q@. I em interested Ls your telling me what you 

S of were trying to tell me before. While the present 
depreciated wiue is some 21,000,000, according to 
you, end is some $25,000,000 sccording to the books, 
you say that should not be teken into escount for the 
purpose of this statement. Why? Ae Becemse 

° that inflation was besed on the profits earned by 
this comeny and charged to profit and losg eccaunt 
for deprecietion and repairs, 

Q. Let us teke your first reason. Because this 

> i increase in value, whieh you admit is a real inerease 
in velue << A. Lt admit there is a velue there. 

Q. That is the same thine, A. No, I do 

not thins it ls the same thing at all, 

@. One of your reasons is thet this wes built up 

25 |jout of the profits of the C omp any? A. Yes. 

Q. Nowif you think the profits of the Cc anpe ny 
should not be e¢ onsidered in this manne, why do you 
bring up the equity above the gash pat in end inelude 
the profits of the ¢ anpany? & Well, this is 

4 30 Ilfor « definite p@ici. ‘this Statement is based on 


the investment and the capitel invested, and I am 


mower 
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showim the return on the espitel invwsted in the 
com any fran yeer to yer during that period. 

eS £ beg pardon, When I go to p@e 12 you have 
the seme figures, and when you tell us whet is in- 

vested in the company you im lude some profi ts. 

Why do some profits deserve to be considered in 
determining whet is a feir return on the investment, 
and other profits do not? A. Beceuse those 
orotits have been teken out of the operations of the 
company elready. 

@. How is that? A. They have been 
charged segeinst operations in prior years, 

a. They are in the canpany enywey. They he ve 
not been paid out. A. Thet is the pdnt. 
That is whe t we went to show. 

@. The profits are still there, the value is 
there? | A. Yes, of course, 

a. You told me the velue today, end you gaid ya 
did not teke it into ecemut because it is made up 
pertiy of eash originally put in and partly of profit 
since, 4. Bessuse the company has already 
head eredit for these profits and hes utilized them 
in writing off depreciation, repeirs end goon. 

@. Surely the value is there. A. Yes. 

Q. Don't we get credit for ell the profits? 

Is it because some of our nro fits appear in surplus 
account and other profits were used in writing off, 
excessively according to you, is thet the reason yu 
distinguish between profits? A. No, I em 


telling you that the profits that ere eliminated 
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from here have all been el imine ted by th ecomaeny, 
end .the company got credit for them in ope reting 
accounts in prior years, 

@.. Did they get credit for the others eal go? 

4&4. Wo, no. . 

_ &- Think of your reputstiones en auditor, 
A, 1am trying to show in these Statements informe- 
tion in reletion to the evidente so that the ¢ ammis si 
will know the story of this companys 

MR. MoRUER: I “hin it i's very unfeir thing 
for my friend, when he ig trying to create a gnoke 
Screen, to suggest for a manat that this involves 
Mr. Howsam's ween 6&8 en aduitor, 

MR, GEOFFRION: I am not trying to creat a 
smoke screen, but my friend hes been trying to throw 
& poison gas sereen . 

MR, M@RUER: There is no do bt that it is pret ty 
poisonous, all right. 

THE COMMISSIONER: I do not intend to weer a 
mask, just the seme. 

BY MR. GEOFFRION: @. Let me go on with my 
question, Whether the pv rofi ts earne a by the comany 
end not distributed are entered in the books in the 
depregistion account or entered in the books in the 
surplus account, whether you decide ib use them to 
reduce the book value of the moperty or not, does 
that in any way affect the question, wet is a feir 
return thet the shereholders are entitled to on their 
inves tuen t? 4, Decidedly, in this investi- 


getion, 
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@. All right, en? whet is the reeson for that, 
A. I heave slready given you the reason. The 
com eny has cherged off thege profits as « cherge 
to ope retions already. | 

Q-  Iy other words, the bookkeeping methals of 
& campeny, end not the reel value of its plant, 
ere going to determine whet is ea fair return for 


its shereholders, &. Not et all, 


-- The Commission ei? journed for a shart recess. 
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“= Arter ad journmen t.« 

Q. Let me try end work that out a Littie more and 
see if I understand Lage Depreciation, as I unders 
it, is an entry in the books of the lena reducing 

5 the book value of the plent, of the --- A. Yes, 
and reducing the profit. 

« And this amount you have is debited against 
‘profit account and therefore reduces the amount of th 
profit? - = Yes. 

Q- If somebody comes who is of the opinim, as 
apparently you are, that the Company erred in its 
depreciation --- 4. That the Company which? 

Q- Erred in its depreciation - with hind sight ; 

8 this gentleman thinks that the Company was over- 
cautious, over-conservative and depreciated too muchy 
and if that opinion is admitted as correct, I suppose 
the first thing to do, aud you do it here, is to write 
» 20 up the profit Fe by the amount that was improperl 
put to depreciation? 7 &, If the Company 
adjusted the depreciation the profit would be increase 
Qe No, I am not asking you thats If the opinion 
of some centionan like you makes the suggestion that 
« was excessive depreciation and if the Company aceepts 
his view, the duty of the Company is to first write 
up the profits accouht by the Ssentent it had taken out 
of profits improperly, according to that view, and 


30 carry it to depreciation account, is that right? 


A. The amount carried to depreciation account would 
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be less. 
Ye Yes, we will come to that after. Coulda you 
easwer one of my questions, If, in the opinion of 
some expert - I will leave you out of the question - 
Some expert on the matter, if it appears that the 
Company sik over-conservative, made a mistake in charg 
ton against the Profit Account, reducing its profit 
for the purpose of carrying a certain amount to 
depreciation and if the Company thinks that is right, 


the duty of the Company is to re-credit the profit 


account with what it improperly debited it with - 


| Cah you sayfes to that? Ae YeSe 


Qe I am glad of that, Now, if that is the case 
conversely it must correct its depreciation account 
otherwise the books would not balance, Yess In 
other words, +e make it short, they will reverse the 
entries that they improperly made? A, Yess 

Qe Now, do you suggest that if they hed never made 
these entries, if the amount had stayed in profit 


account, it would be counted in determining what is 


a fair return on the investment but if they made those 


entries mistakemingly and reverse them later On, 
when == 

MRe McRUER: Oh, --- 

THE WITNESS: Oh, it is a little difficult just to 
get your question, It is so long I cannot keep it 
in mind. 


MR. MeRUER: My friend is talking about calculatin 


| what isa fair return on the investment, 


| 


+» , : - Kime ¢ 
"3 a ror é 


LOY SIn09 toss fads of ans Ube goth 


3 tasio Re. 


i” 


éi 
ar s80Y sons fad ton Duow aiood ons saiwneato 7 . 
| ens ee reve sare ere ttode $i ‘ena-or aoreW Lestto | ‘t 
sG0Y 1A Fob am Wreceremt woul todd aoinsae | ae | . 
ion “i Tove bax youis $2 te aid étensibe toy: Ob: .7OH io: a 
é Ltorg al beyste Sei tayomes end tt eso lstas esodtd 7“ 


| a teste Suldiorsded. at bet mvoo ad biiew 


3 — Tt af nest $exevex has Ugilaeaate tw ‘welatne | 


ae “:9S0AOM ya: 
eltsi{ 2 et #t eal ‘tanteeees arr - 


test thoolrata: 
wa Geox Soames Tgast oa/ak a ~ 


s wth 


‘sue Eno tuods palates er Dadian: iets ry 


aa = -. wry es a 


vere 


“Bo witndee ads ak tt , venolteoup: cs te ‘towane | 
: ie Mesenieens 4 eae to ¢20 ie eves! ite t - . $tecxs anos 2 | 
at ene feat etsoggs #2 mb rods on: out ao arecxe einba | 
elstetm-s° ebm (ov idavree ne owxeve Rew YAaqnod : ete 
$htoxg ads aalouber oP npeanens $ttore eae. tentops eat | | a 
| og Tanase mestainienl 8 patyrtds to tient, ead 10% | 
: tity te @2 gaa9 eatittetd yasanen eat Ti bas nol eteoxass 
¢ tong ens #lbero-97 od at Wagmod aunt ‘To Utes. ‘eat ie 


> at by Hf Bos idep uteqotqu: + $0 thw tle bacon | 


seer | : ftede o2 eos wor GRO | 
8289 eft af tone tz — «tet? To Sete me z 


te sFavoons | 
| 
Pod? ebae yous +2 td snemtesvat ong no auto TEA 5 | 


| tao 998 notte toons aah Poorioe tena tr (eexevece | i 


ae 


eo ~ Be : 


| 0s 
| 
ti 


| i 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO 


10 


15 


20 


25 


30 


CANADA 12822 Howson 

THE COMMISSIONER: Do I understand the returns 
you read out the other day, and which are shown here, 
very large returas to the first investors, etc. 
smaller to the others, those returns are taken as you 
find the books of the Company to show them. That is 
to say, they are not after bringing into profits what 
you think unduly put into depreciatioa? 

MR» MeRUER: No, and if you bring them back into 
profits we will increase them, 

MR. GEOFFRION: I am after something else, Your 
lordship, the $22,000,000, if after deducting $12,000,400 
are on the books - it is not taking the books, The 
calculation of my friend --= 

MRe McRUER: Nos when I took the returns that 
were paid out to the original shareholders it was the 
returns of the investment and we added to it to find out 
what the equity still was, we added surplus as it appear- 
ead in the books 

MRs GEOFFRION: We are talking at cross purposes, 

I am nét after that at all. i am not after demonstrating 
how much money the original promoters made, I am 

trying to get what is fair retum that to-day's people 
are entitled to on their investment. 

MR. MecRUER: » The investment that these people buil 
up out of these very high profits. 

THE COMMISSIONER: The investors to-day are making 
this fair return. Now, as I understand it, these 


‘figures are compiled to bring out that percentage 
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according to the way the company itself has done just 
out of profits, 

MR. GHOFFRION: Except for $12,000,000, my lord, 

THE COMMISSIONER: No. am I right in this? 

THE WITNESS: ‘fhe profits have not been altered at 
alls 

Qe The $12,000,000 don't come into account at 
arriviag --- 

MR. GEOFFRION: I am not on thet at all. I am not 
Ou the past profits, i am not discussing that questi 
I am discussing not what have been the past profits, 

I am discussing whet mould be to-day the basis for « 
fubute profits, lam going to argue that T am eoncernied 
with the future in this ease, 

THE COMMISSIONER: You want the witness's opinion 
for the benefit of the Company in the future? 

MRe GEOFFRION: Noy I would eo elsewhe ree 1 want 
evidence to siow that these figures have nothing to do 
with the point of tarirr fixing. It is the present 
value of my investment which is the basis for tariff 
fixing. i think it has been decided universally 
for rate-fixing for public services - whether there is 
any reasoy to distinguish between tariff fixing and ratd- 
fixing is a matter of argument, I suppose. I aa tryideg 
o get at this point, I want to first emphasize this: 

t us forget for the present statement at page 9s 
am finished with that, I am not speaking of pest 


vidends, That chapper is closed for quite awhile, 
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but when you come to page 12 you certainly correct the 
books by $12,000,000 - I am not diseussing whether you 
are right or wrong - you correct the book by 
$12,000,000? ~~ Ay Yes, I took $12,000,000 out, 

Q. You correct the book by 312,000,000 - say Yes 
to that? ° A. That is the figure, 

Q. I forget where I was, In other words, you 
refer to the entry when they find out that they were 
wrong and that you over-depreciated by, Say , 
$17,000,000? | A. Yes, sir. 

Q. As a matter of fact they had already reversed 
entries in that way to the extent of $12,000,000 in 


their books. That is right? The net results in 


the figures were as if they had reversed their entries 
to the extent of $12,000, 000? Ae No, $7,500,000 
and $4,500,000 was the original. 

Q Is not that a very unimportant distinction. 

On the valuation they got in 1923 if the $4,500,000 
had been taken care of earlier they would have been 
nereased by $4,500,000 more? Ae YO@se - 

Q. Therefore in view of the 1920 appraisal the 
great question of $4,500,000 fer that period after 
1920 loses its importance? A, Yes, they had 
harged $4,500,000 prior to that, 

Q. I am coming back therefore to my questiai. 
Therefore when this company learns from a gentleman 
like you that they over-deppeciated they should, if 


they think it is right, reverse their entries, 
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You will answer tht? Ae Yes, 


Qe On that basis do you suggest that there should 


what should be next year a fair return on the Capi tal 


profits about which they never meade erroneous entries 
ia.their books and those other profits in which they 
made erroneous entry and reversed? 4. In relatidqu 
to what? 

w- in relation to finding out what is to-day a 
fair basis for fair revenue? A. These state- 
ments are not prepared for that purposes 

MR. McRUER: That is not the purpose of these 
statenents whatever to find out fair besis. NO use- 

THE CCMMISSIONER: I will tell you what I under- 
stood, I understood that Mr. MeRuer with these 
statements and through this witness was endeavouring 
to show that this Company through the years had been 
improperly charging large sums out of profits to 
depreciation, and consequently those interested in 
knowing did not know what the real profits of the comp 
were from year to year. Now, is not that the purpo 
you had in mind? 

MR. MecRUER: Yes, 

MR. GEOFFRION: I wes afraid - I may be wrong -| 

i am a little afraid of my learned friend and I think 
he will try to argw emore when it comes to arguing. 


MR. MeRUER: I think you have a right to be afrald, 
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MR. GEOFFRION: Not of your case, of yous 

MR. MecRUER: I don't ask you to be afraid of ie,» 
Afraid of what might be said about yous 

MR. GEOFFRION: When I hear it I will answer it. 
At all events, I am fearing that my friend might use it 
‘as determining what might be a fair basis or I might 
be--- | 

THE COMMISSIONER: Fair basis for what? 

MR. GEOFFRION: . Wheat should be a fair profit as 
an element of protection, | 
» |° MR. MeRUER: I do not think there is very much 
difference between what Mr. Geoffrion is emphasizing 
and anything that I emphasized myselfs Mr. Geoffrion 
is saying that if you had allowed and taken back into 
profits this $17,000,000 the Company would have had 
$17,000,000 more profit than is showa on his books 
of accougts Now, he goes on to say; True, over 
these years we having made $17,000,000 more profit, 
that should be taken into consideration in saying 
that we have not got a sufficient return shown on this 
for the extra $17,000,000 that is still invested in 
the Company and remains in as the profit made over a 
exkea of years, As far as I am concerned he can 
conjure up any statement like that if he wants to» 
I do not think it is any portion of this inquiry and 
I certainly would not hue. suggested Mr. Howson going 
inte any such mathematical calcubation, what I am 


particularly interested in is the profits they have 
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actually made in the past with the tarirfr hi story 

put in by Mr. Hoorer,. I am relating these two 

things. I am not caicerned whe ther they are not 

getting enough, having in mind the large profits they 

made in the past and still invested in the Company. 
MR. GEOFFRION: I might be concerned in it, 

MR. MeRUER; Hiease do not attempt to abuse wr, 
Howsofli « 

WR. GEOFFRION: Am I abusing him? . 

MR. McRUER: You are suggesting his reputation 
is at stake, 

MR. GEOFFRION: If I have hurt his feelings I 
apologizes if that is the only trouble I have given, 
the humblest apologies. 

THE COMMISSIONER: It was I caused all this 
by pointing out to Mr. Geoffrion the purposes thst yr 
MeRuer had in mind in dealing with these figures, 
Now, you can use these figures with this same witness 
for any purpose you heave in minds 

MR, GEOFPRION: He is only concerned in past 
profits and I am only concerned in present and future 
profi ts. Who is right or wrong, your lordship or 
the Executi ve will decide later on, 

MR. MeRUER: My friend does not put it quite 
accuratelye it is not snceasiaiin in any future 
profits but it is future returns on the pfofits we 


have made, is what he is addressing himself to at the 


present time, 
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MR. GEOFFRION: Now, I think that closes this 
interesting chapter, I want now a little interlude 
until I come back to sdmething nearer, You always 
Segregated - nearly always segregated except this 
morning, the subsidiaries from the trading operetions, 
until this morning we have all that horrible mistake, 
but until then you have been segregating generally 
in your Statement the subsidiaries from the trading 
» c operations? &. Yes, in this Company, 

Q@- Well now, in this Company am I not to understand 
that there are among the investments of subsidisries 
wholly owned subsidiaries and controlled subsidiaries 
in this very business? A. YESe 

mt \eAS & matter of accurate handling of a problem 
such as this one do you think in regard to these 
investments the segregation is justified? A. Yes, 
sir. 
re MR. Me¢RUER: I would be satisfied to have them 
segregated, if you will give us a list of your returms 
from subsidiaries as distinct from the returns over 
this ten-year period from oui side investments, so 
that we can make the conmperison perfeetly fairly and 
‘J that is, the income you received from ingestments 
in companies who are not owned subsidiaries at all. 
I will be quite pleased to isi that distinction made. 
MR. GEOFFRION: I don't know what the effect will 
: ' 30 be at alle 


MR. McRUER: I have not the slightest idea. 
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MR. GEOFFRION: But for the matter of accuracy 
I would say there is a differenee between these two, 
MR eMCRUER: I agree with yous 
MR. GEOFFRION: Q. Now, the other item of the 
subsidiary is the investment of surplus moneys the 
Company has snd does not like to distribute to tts 
shareholders and does not feel that it needs the money 
in its business, must put it somewhere, the balance >? 
» 4 I don't know why they invested it, their outside 
investments in other companies and securities of one 
kind and anothers 
Q. I would assume that any company keeps a certain 
amount of assets available which it does not like 
ii to distribute to its shareholders and must put it 
somewl eres If a company has money that it does 
not think fit on account of conditions to use in its 
business it must either distribute it as profit by 
» 20 dividends or mast ‘put it in the savings bank or put 
it in a hole in the earth or put it in investments? 
A. Yes, sire 
Qe and many companies keep some money available 
over and above the actual Stan oh bt bh in the businesa? 


25 
Ae YeSe 


Q@. And is a good practice? A, It is a wise 
position, 
Q. And on that the Company will get whatever return 
30 a savings bank will give, if you put it in a saviugs 


bank, or what the Dominion Government will give if you 
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put it in Government bonds or what the whole will give 
if you put it in the hole? Ae Yes. 

MR. McCRUER;: Sometimes you are wasting it to 
put it in the hole, Sometimes we wish we hed put it 
in the hole in the ground, 

MR. GEOFFRION: Sometimes we put it in an investment 
which turns out to bea hole. 

MR. MCRUER: A bottanless one, 

MR. GEOFFRION: Q. There is another Slight thing, 
A minor point I would like to correct ~ at least try 
#O correct. You have calculated your percentage 
b Sales at page 13 - many of your calculations are 
| 


ased on & percentage of the quity in the common stock? 


fe Yes, we have arrived at the equity of the common 


FLOCK. 

Q- Is not there an objection to that system, which 
s this one, that on that basis two similar companies 
ae show - earning the same amount - would show 
sera results aceording to the yes of their 


#tock, the other half, common stock, and half bends, 


inancial statement, if one company has only common 


qid the caupany earns 10%, say, on its investment, the 
a take 5%, the canmon stock will get same 15% or 
spmcthing like that, I am not quite sure - do not you 


Whink the system of making the examination of a company 


AI 


ppend on the extent of its financial structure is 


srroneous and should be taken on the plant? 


A. No, the company only pays for its bonds what it 


cbntracts to pay fors What we are showing here 
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is the return on the common stock equity. 

Qe Is that an answer of uy point that according t 
that system a fair return on the invested capital will 
vary according to the financial Structure of the 
Company, whether bonds or no bonds? 4“. The figurek 
are all here, You can figure that out, 

“e Now, before I go beyond. I hate a gentleman 
figure out for me what would be the correetion in 

by 10 your percentages at page 11? 4&. That is 7 or 114 
se 7 or ll, yes. I tock 1936 simply to Simplify 
it and I took the percentage of net revenue -~-- 

THE COMMISSIONER: You are looking at this page li 
now? 

15 

MR. GEOFFRION: Yes, 1936 is the year I takes 
It is page 1S, I am sorrye 

THE WITNESS: That would be 9, woula it? 

Ge 7 and 13, 

J " THE COMMISSIONER: If the heading of it "Distributi 
of profit"? 

MR. GEOFFRION: Yes, "Memorandum of distribution of 
profite™ I am taking 1936, secoud last lines Itis 
Pe percentage of uet revenue from trading applicable 

Ss Oo common stock, to common share equity employed in 
Operation? A, That Item of 12.3? 

Qe Yes? Now, 4 would ask you to attempt to make 

al effort of assuming that I am right in my suggestion, 


, 30 IEhat the Company has a right and should reverse its 


ntries, if you are right, and therefore that our 


somromh ARSE 


at} 


= 


sWiupe aoote RomMoO edt HO mutex : oatt 


‘a 


anihrooos telt tatog yu to Tow aA ns ‘teas or 9 i 


{tw Letiqss boteowal oat no mite ate 2 s metere tea 


7 


edt To emmsourta tetousnt ent of ‘gabso00e easy 


~ i : 
it 


ugii ect .A- tab aod on to anaod todd enw evasquoe 
etuo tend emg! £89 wer sored iis on a 


semelines 6 bod I .buozed og I or010d cok « 


i} 
it 


ai uoltoerros ould ad bivow jade ect =e $00 owsit 
to TV ai dad? .A fil egaq fs eegesnooig 50% Tr an 


Aiqnte of ylqamie tei woot I 2aoy eit to , oY i - ~ 


Be 


_=n- ougevex fea 20 age? ReOTeG - 0.08 I Sas 2 


Y 


fi seed aise ts aecre S18 sex :sawoLee TKO aEY 


sexes I wey odd af 88@L san £0 THEHORO a | 
, i 


A oongel ae : wn ose ved a1 


gel bisow rat ed biuow tear eenrly ar 


ei bas ¥ E / 


— 


wdiaield” i to gulbsed edt 2 :AaiOTRETMOD au | ks 
7 “maitosy, 24 
Seehs 2 | 


4 energie abpren to mybaetomel” ,aeY MO TREHORO al 


<é. 4 


z + 
ia 7s seoail aad bucoee reat gaat a I ye) 
eldsotiqns galbent wort euaever Jon 10 epesuoore 


rs 


om oF Sqmetts oF woy dee bisov t rot <a 


~ 


ee. Te fet i Sid ub: 


Lv Rep 2 rs is f want Bak: sactenn| 4: 
ett ‘ga tevet Sivode haa: ¢dgit 2. eed “yasgmol 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC L28B3zZ Howson 


REPORTER 


TORONTO Lo CANADA 


capital should be written up by the $17,000,000. My 


Suggestion is, and I will let you check it up at sdjourn- 
ment if you like, that the percentage instead of bein 
on Het revenue from trading applicable to common stoc 


to common stock equity employed in operations, would We 


5 
Sel instead of las2 ? A. Yes, if you are taking 
that, making that assumption, have not you got to 
change your profits for the years? 
Qs By the extent that I have overwritten that year? 
» i A. Can you tell me what that is? 


Qe Now-- 
MR. McRUER; I do not think you want that figure 
at all because I am quite willing for this to be done, 
15 to go right back to the beginning of the Company over 
the period in which these profits --- 
MR. GEOFFRION: You can do what you like. I am 
unconcerned, 
Qe You told me there is an amount written off in 
1936 that affected the $17,000,000 or is it $17,000,00 
before 1936writing off? A. No, $17,000,000 
includes 1936. 
Q. Therefore you should add the 1956 writing off 
25 what you think is excessive? A, Whatever it is. 
I have not determined what is excessive from year to 
years 
Qe You won't sey that that is written right off 
A, No, I am not sayig that. 


Q- And that this sum would be open to such correc ion 
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as would result from a holding thet what we did write 


off in 1936 was excessive? Ae Well, the whole 
period was excessive on that basis, 
Qe I am dealing with 1936? A. And naturally 
1936 would be in the same category. 
Q- You woudd have to find out how much the writing 
off of 1936 was exéessive to correct the statenent? 
A. Yes, sire 
Q- You must assume - and you do I know - that the 
vat bine ate was excessive in 1936, you must determine 
how much the excess was and then you would have to 
add that to percentage? A. To your profits 
and then --- 
Qe My suggestion - when I come to that in a minute 
y suggestion is going to be thet the writing up was 
not excessive. therefore, reserve your gualificiatims 
if you are right. Assuming let us do now, not only 
hat I am right in my first claim that $17,000,000 shoulla 
be counted for to-day's fair --- A. This is purely 
assumption. 
Q. Oh, don't be afraid, I have no daggers or anythin 
f the sort. Assuming also, but I also claim and I 
ould try to prove this afterwards, that our writing of 
was not excessive in 1936+« Will you please tell 
e if this is right or wrong - you can check it up if 
ou like,--- 
30 MR. Mefuer:; Are you just taking the year 1936? 


MR. GEOFFRION: I am concerned with thats. You can 
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take as many as you like 
THE WITNESS; You want me to check this up during 
the lunch-hour? 


MR. MCRUER: A most distracting sort of way to 


“ deal with it, 
MA. GEOFFRION: Ye will argue that later. 
THE COMMISSIONER: we will adjourn now, 
y 10 
-- Adjourned at 12630 P.M. to resume at 2515 P.M, 
15 
, 20 
25 
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~~ The Commission resumed at 2:15 P.M. 


Ee. J. HOWSON, Cross Examination continued 


5 BY MR. GEOFFRION: Q. Mr. Howson, with that ie 
hibit there, taking my two assumptions as admissions 
“~~ HO, aS assumptions, not as admissions -- 
A. That is correct, 
&- All right, then, well, assuming these things +- 
,) 10 THE COMMISKIONER: What is that. 

MR. GEOFFRION: This statement, assuming two 
things, my lord, first that I am right in my suggestion 
that the $17,000,000. should be added to the common 
stock holders’ equity as calculated in the statement, 

bi page 12 end assuming further thaythe depreciation of 
1956 was not excessive, on those two assumptions the 
12.2 on page 13 should be: Sei ? A. That is 
righ t. 

Q. Will you piease file that ? 

THE COMMISSIONER: That will be exhibit 949. 

ASSISTANT SECRETARY RENE: 950, my lord . 

THE COMMISSIONER: Pardon me, I am wrong, 950. 

MR.MCRUER;: You haven't a copy of thet, have 
25 you ? 

MR. GECFFRION: No, but I will give it to you 
this evenings 

MR. MeRUER: You don't need to worry. I just 
thought you hed one handy. Don't worry about it. 
) 30 EXHIBIT No. 950: Ratio of net revenue 

from trading (applicable 
i to common stock) to Commpn 


share equity employed in 
operations, 1936, 
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BY MR. GEOFFRION:; Q. Now, in your calculations, 


on pages 12 and 13, the pages referring to the state- 
ments, you include, of course, the surplus account as 
shown in the books ? Ae Yes. 

5 «- Namely, these profits that have been left in 
the company, not distributed or eppropriated to de- 
preciation; that is about it ? Ae Yes, 

Q. Therefore it follows if we hed not made the 
mistake -~ you suggest a mistake --~ of over-depreciati 

») 10 these amounts would be in our surplus account ? 
A. You> surplus account would be larger. 

Q. Then you would have credited our surplus ac- 
count even if larger in that ease ? Ae Yes, be- 
cause the depreciation had been ineluded. 

' | Se If we had not by a mistake, according to your 
view, carricd some of our profits to depreciation and 
left it in the surplus account our surplus account 
would have been larger and that fact would not have 

. iB prevented you in crediting in your statement surplus 
account ? A. In this ten year period. 
| &. In any period ? Ae This is a ten year 
period. 

&. If your statement had ede a five year period 

os it would be the same thing, ora 15 year period ? 

Ae Yess. 

Qe Now, I ask you to. turn over -- now, I have 
lost my exhibit .. 

THE COMMISSIONER: Here, take this one. 
, 30 BY MR. GHOFFRION: &. Will you please turn to 


page 7 or 1 according to me, of 917 2? <A. It is the 
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one headed “Summary of Operations". 

Ge Yes, 1905 to 1936; I see you are careful to 
say thet the $6,575,000. represents cash paid on commo 
stock 7 A. Yes. 

Q. You know,as a matter of fact, and I think you 
have» said so already, that according to the books of 
the constituent comvanies, the old companies, the four 
original companies that were merged in the Textile the 
assets were shown, the assets which the Textile Compan 
ultimately took over were shown at $2,271,000., I 
think,over the securities issued in payment for them ? 
A» Yes, according to the valuations placed in the old 
companies' books. 

Q. Now, you have no greater reason to reject that 
Valuation than you have to reject the valuation of 
the insurance appraisal, no reason to reject it ? 

A. Oh yes, I have, 

%. What is the reason ? Ae You are asking 
me what it is ? 

Q. Yes, you say you ere rejecting the valuation 
of the books of the old companies ? A. Yes. 

Q. You say you have a reason for rejecting that 
valuation; why ? de In the first place the 
company itself wrote of f $1,339,000. and an additional 


$580,000. from the valuation of the assets. 


Q. Who did ? A. The company. 

Q. Which company ? :" The Dominion Textile 
Company . 

Q. After taking them in ? Ae Yes, and anothe 


reason I have is that the Dominion Cotton Company and 
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one or two -= I think there were three companies sold 
their stocks at considerably less than par value, 

Q. How long before ? Ae At the time of this 
transaction the Dominion Cotton stock, for instance, 


5 Was sold at 55 cents on the dollar, 


&e The second reason is easy to understand. In 
other words you say the fact they sold at less than 
the book value is one reason for not admitting the book 
value ? A. For not admitting the book value. 
) 10 Y. For not considering the book value ? 
MR,McRUER: That is the full book value. 
MR. GEOFFRION: Yes, I will take care of that in 
a minute, At least I think I can. The first point is 
sonething new to me, You say the Textile Company wrote 
= down these assets? A. Yes, 
ae When ? A, I don't think I have the 
exact date, but there was one item of 91,339,000., it 
was when they finally acquired the balanee of the 
Dominion Cotton shares. 
Q. That was about 15 years ofter ? Ae 1920, 
was it, somewhere around there, 1921? 
.« You are introducing a factor I don't know of. 
The other one I know perfectly of ? Ae Prior to 
a that they had written off five hundred and eighty odd 
thousand dollars. 
ue Then, I suppose I cannot proceed with you on 
thet angle further if there is a question of fact on 
hich I am not informed. You say at some time; you 


30 on't know how long after 1905 7? &e It was when 


hey acquired, when they finally acquired all the 
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: shares of the Dominion Cotton Company and incorporated 
| the value of the plant onto their books. 
MR. MeRUER: I think that is 1917. 
BY MR.BEOFFRION: .. That is 11 years after? 
4&4. Somewhere around 1917. 
we Of course, in 1920 there was a write up imme-~ 
diately after, in 1920 there was an appraisal ? 
Ae Yes. 
Se Which invelved the writing up to $7,500,000. 
by 19 || Whieh in a way absorbed in addition the $4,500,000. 
Ae Yes, the write up was in 1923. 
«vw But the eppraisal was in 1920 ? Ae Yes. 
we We have an appraisal in 1920 and you have no 
reason tc dispute that appraisal in 1920 ? A. Wo, 
2 Ge Now, 1 am told that the write off you refer -to 
was orf the gross value and did not affect the net 
value, the net surplus value of $2,271,000.; are you 
Sure of that ? A, Yes, I em sure of it, because 
, on the scheduie that the company gave m, which is 
P es Sxhibit 944 they set up plant taken over at the gross 
value -- or the book value of the old companies right 
here on this exhibit. They are all set out here under 
date of April ist, 1905. 
«e L will put it this way to shorten this thing. 
‘s il am suggesting, and of course, I want to be fair to 
you in cross sxamination because you may be contra- 
dicted-~- [ am suggesting the write off you are speaking 
;}of in addition to coming on eleven years after and 
39 || being just three ysars before the appraisal which far 
more than offsets the write-off, apart from that it 


was on the gross value and did not affect the question 
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of surplus and net value; I am suggesting that to 
you ? A. What do you mean by net value ? 

Q- Your net value is the surplus -- A. No, it 
had nothing to do -- 

5 io IT am told the surplus remained at $2,271,000. 
| notwithstanding the write-off. Thewrite-off had not 
effect on the book surplus ? Ae The write-off was 
charged against goodwill account, the $1,339,000. 
write-off was charged against goodwill account. The 
10 balances of goodwill account was finally charged to 
plant and machinery account. 
Q» The write-off was against $4,500,000. put 
down as goodwill ? Ae The actual amount was 
$4,900,000, They set up a goodwill account of 
8 $4,900,000. Then they wrote off $1,339,000. repre- 
senting excess value of the Dominion Cotton Company 
plant against this godwill account, Then, the 
palanee of the goodwill account, as I show in this 
statement number 2, was charged to plant and machinery 

we The point I em putting to you, and EF want to 
be fair to you in ease you will be contradicted later 
on is that the $2,271,000. surplus value of the physi- 
eal assets over the securities issued against them was 
not disturbed by that write off. Do you say yes or 
no to that ? “ “A, I would say it was 
distmrbed by that. 

ge It was disturbed ? — A. Yes. 

Q. It will be an issue between accountants and 
30 I gracefully withdraw from the fight. The books will 


be there for that, Now, leaving that reason aside 
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TORONTO 2 CANADA 
y the other reason you suggest is that the price paid wa 
less than the book value ? A. Yese 

Qe That, of course, you will admit is a rather 


weak reason, isn't it ? A. Why ? 


5 ||... ..THE COMMISSIONER: A rather what ? 

MR. GEOFFRION: The price paid was less than the 

book value. 

THE COMMISSIONER: .. What do you say ? 

MR. GEOFFRION: I say it is a rather 
10 weak reason. The companies were doing very badly; do 
you know that ? | 

MR.McRUGR: I don't think that is a fair state- 

ment on what we read of the record. 

MR. GEOFFRION: Well, I will withdraw the word 
iS "very". They were not doing well ? A, The only 
thing I have is their balance sheets. 

Le You don't know, Of course, it happens. to a 
company that is given the opportunity to get higher 
Glass securities such as bonds and preferred stock, 

a company that is not doing very well, and it accdpts 
RE EES: less than the par value, its book par value 
A. These bonds were secured on the game assets which 
they had sold. So ii much better off would th ey 

be. They had full control of their assets before. 
They owned them, Now, they just had a mortgage on 
them. 

Q. Formerly they were not doing very well with 
their full control, were they ? Then, they have a 
million dollars more put in the business and some 


gentlemen who were prominent in finance in Montreal 
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to run it, and do you say that has no value ? 

MR. MeRUER: Should we appraise the value of 


these gentlemen 7 


THE WITNESS; The value was in the management of 
5 || the new people coming in. 

BY MR. GEOFFRION: y. You insist on the point tha 
there is nothing tangible to be considered in the ext 
book value of $2,271,000,, and that is for the reasons 

| you have just given ? Ae Yes, in comecti 
y 10 || with this igquiry. 

2. Of course, at that time it was a sale by share 
holders ? Ae I do not recall just whe_tthe basis 
of the sale was . | 

Qe You know they simply bought shares for theses 
securities and it was net property. They bought share 
they bought the shareholders’ shares for these securi- 
ties and not the property itself except long after. 

MR. McRUER: Gave thea 50 cents on the dollar. 

‘ MR. GEOFFRION: We are not before the Privy 

Couneil. I am coming to that. 


MR.McRUUR: When you are dealing with this parti- 


cular item it is important because when they dealt wi 
the shareholders they only gave them 50 cents on the 
25 doller,. 
MR. GEOFFRION: On the par value, that is all ve 
well. 
THE COMMISSIONER: That will be a proper matter 
for you to bring cn again. 
30 BY MR. GEOFFRION: Q. At all events I understan 
thet this, at that time was a purchase of shares, and 


not a purchase of the property;am you know that ? 
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Ae That is what they state here, and I think the evi 
sees indicates that. 

Q. You know that a minority of the shareholders 
stayed out end litigated up to the Privy Council 7? 
4A. I have read it in the evidence. 

@. You think that $2,271,000. is not a tangible 
asset contributed by the syndicate, but you will ad- 
mit as a matter of finance that if there was really 


an edditional value in the property of $2,271,000. 


‘that Belonged =~ . 


MR. MeRUER: You are using a figure I don't thin 
is correct 3% 

MR. GEOFFRION;: Yes, he has corrected ite 

THE CGiMISSIONGR: Just a moment, my attention w 
ecalléd to a telegram. 


WR. GEOFFRION;: In your testimony you corrected 


THE COMMISSIONER: What is the question ? 

BY MR. GEOFF RION: Q. I say you admit that if 
there was a physical value in the assets -- a value 
in the physical assets, rather, transferred over from 
the old companies to the syndicate, and then to the 
New company of $2,271,000., or if you prefer 
$2,191,000., I dontt care -- A, You are re- 
ferring to this figure on the sheet 7? 

ve You remember you corrected it in yomr testi- 
mony. I won't querrel about that. A. I explained 
the differente between the $2,271,000. and the 
$2,191,000. which I used -- 


Q. At all events it is not very important. 
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Ae MR.MecRUER: Just a minute, let him complete his 


answer, 

THE WITNESS: The figure Mr. Geoffrion is talkin 
about is the figure on sheet No.2 which is $2,191,000 

5 I deal with $2,191,000. 

MR. GHOFFRION: At all events we won't quarrel 
ever a bagatelle of $80,000, 

BY THE COMMISSIONER: Q. Sheet No. 2 ? 
Ae Sheet No.2 of the Dominion Textile group. 


) ae 10 Qs Im this Exhibit? oe 


BY MR, GEOFFRION: @. Let us forget whether I 

am Tight at $2,271,000. or you are right at $2,191,000. ; 

that won't make much difference to my question. If 
| there was a surplus value in the physical assets tranis- 
ferred over from the constituent companies of "x" 
if you like, or $2,191,000, or $2,271,000., I don't 
care, you admit that was the vroperty of the syndicate] ? 
A. Well, I am not familiar -- 
: ve You don’t know; that is all right. Probably 
you don't know that. Then, we will leave it at that 
then. Do you take the position that intangible value 
should be ignored in deciding whether stock has been 
fully paid up or not ? &. In relation to 


what, Mr. Geoffrion ? | 


&.e AS a matter of law ? Ae I am not a lawyer. 
THE COMMISSIONER: What is your proposition of 
law. 
BY MR. GEOFFRION: @Q. Do you sucgest tht in- 
30 tangibles, if they have a real value, should be ignore 


in determining whether stock has been fully paid up or 
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not ? - A. I am not discussing that question at all. 
we You refuse to answer that question alk 

right. Now, you will admit, won't you » that getting 
all these companies together, getting tham, if I am 
right on my previous proposition which you dispute, 
setting them at less than their value, getting them 

o be paid for in securities of the new company, you 
would pay an agent to do that ? It is worth some- 


hing ? A. Usually negotiations cost none y. 


&,. There is more than negotiations here, isn't 
here ? Do you think if Mr. Beauregard, Mr. MeRuer, 
yself, and Mr. Heward had @ome and had a million 


Loose == A» It would have cost a lot of money 


Q This is a service, is it ? A.- Yes. 
MR.MeRUER: You don't know any opportunities 
mt the present time, do you ? 

''MR. GEOFFRION: No, I am sorry. Services can 
be used in payment of stock 7 A. They are, 
i Q- By law, recognized by law; now, of course, 
+t is impossible for anybody to estimate the value 
pt the services here in this case ? A. I would 
hink it would be difficult. 


25 vw» There is one way, isn't there ? The very next 


year, the very next year looking at your figures, and 
‘understand there was no change in the tariff ? | 
he I don't know that. 


&. Assuming that, these gentlemen the very first 


pm 8 


30 year earned only 235 per cent on their $500,000, with 


yo change in the tariff, Does that not suggest to you 
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this build-up was valuable ? A. It suggests +t 
me the management of this company, this new company was 
very successful. 
Q- There might be something apart from the manage-— 
5 ment in that one year. It must be something in the 
set up itself ? A. I think the management has 


Whole lot to do with it. Before the Dominion Cotton 


Colipany came into this thing under different manage- 
| | ment they could not make any money at all and they we 
| 10 the biggest unit in the group. They were th bigcest 

unit by ea good deal. 


we These people united then together, as the firg$t 


thing, put in a million the sccona thing, five hundréd 


for common stoek and five hundred preferred stock, bu 


i” them, cheap and in securities and you say that is not 
in some way reflected in the brilliant success of 
£5 per cent without a change of tariff the first year 
A. I did not say that. I sata it Was a very success- 
ful operation, 
: “ w+ You are trying to contradict me ? A, Exeus 
me, I am not. 
we I am asking you to admit that some part was 
due to the services in organizing it ? Ae Oh yes. 
‘ Qe All right; that is a value, isn’t it , 
applicable to common stocks ? A. Yes, there 
is & value to it. 
\v. And that value with management during one 
year allowed them. to pices £6 per cent on their common 
30 || Stock with no help from the tariff ? Ae I don't 


know about the tariff,. 
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| Q- No change in the tariff; in other words in 
this sense you can contrast the previous company's 
success, 


THE COMMISSIONER: Well, the tariff is the some. 


on 


MR. GEOFFRION: What I mean by no help is that yo 
cen make a contrast. The improvement was not due to 
the hely of the tariff. 

MR.MeRUER : It just shows you what can be done 
without the assistance of the tariff, 

i 10 MR. GEOFFRION: Well, higher tariff, withat 
| increasing the tariff. 

MR,MeRUER: Without any further assistance, 

MR. GHOFYRION; Without further assistance, all 
right. Of course, I think you at least concede that 
to me, I find it difficult to get you to concede 
anything to me, During the first year the managenent 
did not heave much time to get into its stride, it did 
not give a chance to the management for a few months 

| to get into tts stride ? Ae They seemd 
: a to me tc get into their stride very quickly. 


w. Yes, because you were unwilling to admit there 


was anything in thepreliminary organization; if you 
| are Willing to admit it all I suggest is the bulk of 
x its improvement must be improvement in organization 
in the first year ? Ae I don't quite get that 
point. 
ve All right, I have got it; that im enough. 
Of course, I suggest that the next year the profits 


30 jumped from 25 per cent to 55 per cent, 


MR.MCRUER: Wheredo you get the 23 per cent ? 
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_ THE WITNESS: No, I don't think so. 

‘MR, GEOFFRION; One hundred and seventeen out of 
five hundred. , 

MR. M@RUER: Oh no -- Oh yes, thet is right, 
that is correct. 

MR, GEOFFRION: On my mathematics, but I am not 
stubborn. | 


MR.Me RUER: You are right. 


MR. GEOFFRION: I am $2,000. out, I think. Then, 
the next year it jumps to 55 per cent, doesn't it ? 
A. . Four hundred thousand on five hundred, 


2. You deduct the previous one hundred and seventepn? 


A. Yes, 
15 we Whieh would seem $o suggest the first year was 
‘organization and the next year was management other=- 
wise you ¢annot explain the jump, all on the same tariff. 
Now, sir, I will come to another subject. Will you 
please turn to page 7. | 
20 MR.MeRUER: What page of this Exhibit ? 

MR. GEOFFRION: Yage 7 of yours. 

THE CGMMISSIONER: Summary of Operations 7 

MR. GEOFFRICN: Yes. A. That is the first 
page of the groupe 
= Qe Of the Dominion Textile Departments I read 
here “Approximate surplus values in plant" amounting 
to $17,000,000. Therefore, we have got this fact 
that there is a surplus value in plant. Now, "provide 


by over depreciation "; now, 1 am interested in the 


wee 


30 
_ over depre¢iation question. I will take the other one 


after. What makes you say it is over depreciation, 
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sixjply because the property is worth more to-day than 
its depreciated value ? A. Yes, and because the 


company also made certain statements along that line, 


Exhibit S29. 


me aresovime: 


&, Using Hind sight, and taking the present value 
of the property as you appraise it you find that the 
depreciated value is lower than that; is that it ? 
Is that your whole argument about over depreciation ? 
A. WNo. 

v- What is it then ? Ae In the first 
place the company has made a statement to that effect 

Q. Where ? A. In Bxhibit 329. 

BY THE COMM SSTONER: Qe Let me understand; wha 
is it ? A, There are two paragraphs here, one 
at page 15 under “Increase"+= the first paragraph is 
headed “Inerease in valué of Physical Assets". 

“Over a period of fifteen years, the phy- 
sical assets acquired in 1905, and worth appro- 
ximately $11,000,000 at that time, had been 
doubled in value through a ounie program of 
yearly replacements and betterments, combined 
with the natural appreciation in valuesof all 
kinds between 1905 and 1920. The last Balance 


Sheet of the original Company, March 31, 1923, 


showed the Land, Buildings and Machinery at a ne val 


value of $13,003,120.42. The first Balance 
| Sheet of the new 1922 Company, March 31,1924, 
carried these fixed assets at $20,178,023.65, 


giving closer effect to the actual apyraisal 
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values represented in the Company's holdings of 
land, Buildings and Machinery. 

Creation of Additional Valves. 

"It is not difficult to trace the step-by- 
step building up of additional values. The 
Company's Balance Sheet as at March 31,1924, shows 
that $5,390,002.90 had been put back into the 
Company through reinvested profits, the greater 


part of which would naturally be represented in 


ANS NE RA eA IAN AMS RE RA RY NNER BENNO NS EE A NS ENE 


additions to plant and equivment, It is important 


to point out that these profits were arrived at 
only after full provision was made out of earnings 
for depreciation and obsolescence of plant and ma- 
ehinery. The Effective Depreciation written off 


over the period to 1924 amounted to $9,400,156.43, 


whieh was more than sufficient to take care of actu 


wear and tear and to cover, as well, capital losses 


anounting to $540,895.85, incurred in disposing of 


certain unprofitable units of the old Dominion 


Cotton Mills Co. Limited, where manufacturing oper- 


ations were discontinued. Over the same period, 
the Company had followed a policy of keeping its 
physical properties in the best possible state 

of repair, and had spent $6,926,746.80 on repairs 
to buildings and machinery. ‘The new set-up in 
1925 only served to give recogni tion to the true 
weil etaiie of the Company,and it was in no sense the 
means of introducing 'water' into the Company's 


capital structure." 
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That is the first reason, the second reason is they 
continued to write off heavy depreciation and con- 
tinued to charge very heavy charges to operations 
for repairs and improvements. 

BY MR. GEOFFRION:4. I would like to distinguish 
because to me the amount really applicable is really 
very different. A. Which? 

4. I would like to distinguish between over de- 
preciation and charging betterments to repairs. Have 


you any idea what amount of your $17,000,000 is 


; 
betterments charged to repairs? A, No, I cannot 
tell you that. 
Q. Of course, charging repairs to repairs is a 
right; repairs to repairs account is perfect? 
A, If they are proper pepairse 
Qe I said charging repairs to repairs’ account 
is all right? Ae Yese 
&. If they are not repairs they are not repairp? 
' A. Ordinary repairs. 


Qe But charging betterments to repairs is 
diminishing profits? Ae Yess 
Q. Charging betterments to repairs is really 


sealing down profits? Ae Yea 


Ye And charging repairs to repairs is not 
scaling down profits? | As Nos 

Q. New, can you tell me how much for better- 
ments was charged to repairs? A. No, we di 
our best to find that out. If you will look at jthe 


letters which were attached to the questionnaire, 


or your files at the same time, you will find two 
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letters from the Company trying to give us a memoran~- 
hum and they have not been apie to complete it. 


Qe We don't know that now 7 Ae We did what we 


je I am not criticizing your efforts, sir. 
\. I an just telling you we tried to get that figure. 
ae You have not got it ? Ae NOe 


@. Then, let us try and restrict our consideratim 


Do you suggest that since the 


Kneome Tax Act that this company has depreciated more 
shan wh at the Income Tax Department allows ? A. I 


hon't know, I haven% been able to compare it with the 


a. It is easy to compare ? Ae No, I 


haven't access to the Income Tax Department files at 


gy. No, but there is a rate allowed by the Income 
fax Department for depreciation. Ae I don't know 
bhat the Income Tax Department has allowed. I under- 
ktand from Mr. Gorden they have not settled it yet, 
het the matter is still open. 


MR.McRUER: Probably it will be open wider than 


think you are all wrong. I am 


healing with depreciation of plant ? A. Exactly, 
hat is what I am talking about. 
~4« Do you sugezest depreciation on plant is -< 


i, I understand from lir. Gordon it isn't set_tled yet. 


That is what Mr.Gordon told 
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MR. GEOFFRION; I am told the amount is not cal 
culated but the rate is settled. . Ae I don't kno 
what the basis of difference is between theme 

&» You eannot tell us whether we depreciated 
that? , these Aendiey 

.Q Now, as a matter of fect, the Income Tax De- 
partment keeps a watchful eye on depreciations? 

Ae Yese 

Q. They have to because the more depreciation fhe 
less Income Tax? — Ae Yes. 
& Do Qe And we will concede they do their best to gpt 
us to pay as much money as they can get out of us? 
A. That is their. business. 

Q» You have no doubt they live up to their bus 
iness? oA As far as I know they doe 

&e Therefore, would you suggest that the depre 
ciation that after exhaustive inquiries the Income 
Tax Department thinks reasonable, thinks to be as muc 
as should be exempt from Income Tax, should be treate 
as excessive depreciation? A. I don't think 
the Income lax Department's depreciations are based 
on any theoretical basis at all. IT don't think the 
have a sound basis for depreciation on the actual wea 
and tear. It is just the basis the Income Tax Depa 
ment has arrived ate 

&» IL suppose in trying to arrive at that they 
did their best? Ae I don't know what they dids 

- @» Your suggestion is that they ignored certai 

depreciation, allowed certain depreciation to be exempt 


and allowed the taxes to be not paids 
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As No, the Income Tax Department takes the deprecia- 


tion over a certain length of tims on the basis of 
their rates. Before the Income Tax and Business 


Profits' Tax came into foree the rates of depreciation 


‘charged by these companies were a great ‘deal lower aa 


they are to-day. 

uw. Don't get away from my question. I am on the 
period where the Income Tax Department is interested. 
During that period do you suggest the company does 
wrong in depreciating to the extent which the Income 
Tax Department allows ? Ae I am not sug- 
gesting the company is doing wrons at all. 

Q. You suggest it is over depreciation ? 

A. I have already told you what my conclusion in that 
regard is based on, the company's own statement and 
the fact that they have continued to write off de- 
preciation -- 

Qe Surely you are not saying that. Do you sug- 
gest that well-managed companies when they depreciate 
annually if the general market value of land,buildings 
and machinery goes up won't find their values increasef? 
A. Yee, and the values will go down. I venture to say 
if a figure was taken to-day the values would not be 
the same in rektion to what they were. 

ae You venture to say; iI want to know what 
you are prepared to testify to. Il am going 6n to some 
thing else. I am asking you this. Do you mean to 
suggest that a company that depreciates wisely, reason 
ably and not excessively will not find itself with an 


inereased value of its fixed assets if the general 
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tendency of the market hes been an increase in the 


velues of land, an inerease in the values of buildin 
and am increase in the values of machinery, or other= 
wise if the doller purchasing value fell? Ae YOSe 
5 4. Isntt that inevitable for that company? 
A. That is logical. I am not seying it is the inev 
itable result. I am answering your question it 
would inerease in value of the general trend of value 
went UDe 
@. Do you suggest that each year when the 
company sets aside en amount for depreciation it should 
investigate if land values generally heve gone up, i 
pbuilding values generally have gone up, if machinery 
values have gone up, and therefore they have not as 
i much depreciation, and if they have fallen the dee 
preciation would be three or four times more; in othe 
words, would they follow in depreciating the fluctua- 
tions of the general market conditions? Is that 
your contention? A. I am just a 
little troubled about the way you put your questions. 
I am trying to follow you, but I am just a word or 
two behind youe 
Q. Well, the reporter will read the questions 
25 --— The reporter read as follows: 
"Do you suggest that éach year when the 
company sets aside an amount for depreciation it 
should investigate if — values generally have 
gone up, if building values generally have gone 
30 up, if machinery values have gone up, ang therefqre 


they have not as much depreciation, and if 
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they have failen the depreciation vould be thre 

oF four times more “-~ s | 

Re GROEFRICN: Yell, i will frame it another wa > 
bepreeistion has nothing whatever to do with the enhanee~ 
ment in values; nei ther dows wear and tear? | 
Ae it berate frequently -- 

| THE | T: 38 1 NER t pardon ne, wear and tear in 

the plant? ) There, ie no wear and tear in the Lana? 
“PoTPT 14 arco baxea thet 4) 
MA, Ske EFRLONs There is little heomeat ation on | 
the builcingse wie 

THE COMBI Sal OBER: You spoke of Land velues. La 
values would not cone into thate 

MB, GROFFRION:Ho, I wil), strike out the vord 
*lena*. . There is considerable depreciation on 
machinery, but what I em concerned with is market Plug- 
tuations which affect the reclacenent value consider- 
ably of buildings or machinery -- we will forget 
lani <- they are not supposed to be considered in 
deciding every year on the extent ef depreciation? 
he BOe 


ve Therefore, it would inevitably happen -- I 
Guppese not inevitably, but freq ently happen in a 
rising market on these values, or if you prefor in a 
falling market with the dollars purechesing power, th 
the company thet depreciates will find itself to have ) 
from one point of view, over depreciated? A. They 


maye 
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Qe ts that the only consideration you are making 
here? Do you mean to say depreciations here were 
“excessive irrespective of that consideration or on 
account of that consideration? | A. They appear 
to be excessive, yes, and the company states they 
are excessive, 

Qe The company's report takes that increase in 
values into consideration? A. Of course it 
| does; it also takes that item into consideration. 

i “ae Are you prepared to say the amount that was 
set aside every year for depreciation, forgetting 
market fluctuations, and bearing in mind only wear an 
tear was excessive? &e I will just say they 

is appear to be on the evidence that is before me. 

Q.» The evidence before you is what, this repor 
Ae The statements that have been supplied to me by 
the companys 

je This report or something else? A.This. repo 
30 and the appraisal, the insurance appraisal, and the 
charges for repairs and for depreciation. 

ae I ask you to forget the charges for repairs 
that were betterments. We don't know how much. Therp- 
fore, forget that. You will admit the two appraisals| in- 
25 ¢lude inereases due to market conditions? A. Or 
the decreases.s 

Q. Or the decreases; you wi]jl admit the decre os 
in 1936 do not approximate the inereases from 1906 
on? A. I don't know. TI would fancy your con- 
a SE maybe is right. 


MR. MeRUER: They do not run from 1906. 
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MR. GEOFFRION: I beg your pardon, the bulk of 
our plant was running from i906. Therefore, as to the 
report it mixes together the element of market fluc- 


tuations that should be ignored and might lead to 


8 higher market value or higher depreciated value than 
the books would show on the depreciation basis ? 
Ae There is no distinction. 
we Therefore, that argument does not lead to a 
eonclusion. Now, as sinacutie your other argument, name 
i ly the reference to betterments being charged to re- 
peirs,you cannot give us too much. Can you tell us by 
how much this year this company over depreciated ? 
4. No, I cannot. 
re Q That is why you charge the whole depreciation, 
$17,000,000.-- 
THE CUMMISSIONER: What is that ? 
BY MR. GEOFFRION: Charge the whole depreciation 
$17,000,000. A. The whole appreciation. 
‘ 20 Ge Well, that is the same thing from another 


angle. Now, you ere net prepared to say this 
$17,000,000. exeess profits which you eall on the as- 
sumption that the whole $17,000,000. is exeessive de- 
preciation or betterments -- no, pardon me, I will put 
25 it this way. You will admit your $17,000,000. inereas 
includes the variations in market conditions? A.Yes. 
«+ You don't know how much that represents 7? 
Ae Noa 
@. So I think this $17,000,000 might be put in 
; 30 


three sections, the unknown element of market conditions, 


plus the unknown element for betterments charged to 
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repairs plus the unknown element for excessive depre 
ciation, You cannot say how much each amounts to 
4H. I cannot. 
sw, Of course, it is difficult. You take a shor 
cut and charge everything to excessive déepreciation 
or betterments 
fond forget the element of market variations. Now, in- 
sofar as these market variations are you quite right 
in calling that as you do. earned profits . Do you 
say if the buildings -- pardon me, I understand also 
that. this increase in values of our profit taken on 
the basis of the insurable interest in 1936 plus the 
land values -= and the increase in land values since 
1905 is considerable; there may be no depreciation o 
15 iand but our values of 1906 include land ? A. Yes. 
_ se Therefore they include land of 1906 values ? 
Ae YXOS, 
Q. And therefore,-- no, 1936 values, I am sorry 3 
1936 values include land at 1936 values ? A. The 
5 20 appraisal , the insurance appraisal does not include 
land at all. 
we Ho, but you valued the land ? A. Yes. 
The appraisal ig 1920 values. 
BY THE COMMISSIONER: Q. Did you value the land 
4 || yourself ? A. No, no; the value of the land I 
take into this appraisal was the value set on it in 
1920 by the Aporsisal eompany. 
BY MR. GEOFFRION: . Plus an addition for 
additional land ? A. Yes, sinee that time. 


2- Therefore any appreciation in land values is 
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something that comes in your $17,000,000? A. Yes. 
Q. Therefore we have got & fourth item, appre- 

ciation of land values, fluetuation in market condi- 


tions about buildings and machinery, equipment charged 


, as repairs, and over depreciation; you camot say 
how much of each it is ? A. Mo. 
y%. But you charge it all as over depreciation or 
excessive charges to operations for equipment ? 
" ia A. You notice I have “etc.” there ? 


BY THE COMMISSIONER: Q. You have what ? 
A, Have “etc.". 
BYMR. GEOFFRION: ae am interested in that 
ete. I am glad you brought me to it. I point out to 
15 ||you you omit completely increaged land values, you 
, omit completely fluctuations in market corditions in 


respect to buildings and machinery -- that is omitted 


‘ in your statement, or is it there ? $A. Would be 
there. 
, 20 we It w_as omitted ? A. What do you mean 
omitted ? 
Q. They are not mentioned in your statement ? 
A. Not specifically. 
«e But they are factors ? Ae They may be 
25 lifactors. 
w They may be or they are ? A. They may be. 
4 You are not prepared to say they are ? Ae I 
iidon*t know whether the buildings and the machinery 
are higher than they were in the 1920 appraisal or not 


30 
.» I am not speaking of 1920; I am going back to 


1906 ? Ae 1926 is the basis of this appraisal -- 
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- 4» You go back to 1906 in your $17,000,000. 
You don't know how much appraisal there was in 1906 ? 
Ae dio. 

Q. Now, you mentioned repairs; you have admiite 
to me repairs charged to repair account properly com¢s 
out of profits ? Ae Yess 

«ws therefore repairs should not be there ? The 
word repairs is too much. Whatever has been charged 
to repairs properly should not be considered here in 
the $17,000,000. .? A. No, but re- 
pairs is just a title of the account they have. 

ee Excessive charges. to operations for equirs- 
ment and repairs; now, what is your etc.? A. Ths 
item was referring to this land value $hat appears 
on the previous page.e 

Q@. That is. the land value you just dealt with ? 
A. Yese: ) 

we Therefore we have got the market Variations o 
land which have nothing to do with depreciation, your 
charges for equipment or repairs, the market varia- 
tions on buildings which have nothing to do with de- 
preciation or equipment or repairs, and the same thin 
for merket variation on machinery plus a possible un- 
known quantity for equipment mharged as repairs; that 
ig all ? A. Yes. 

Q,. All right; that is all charged to us ? 

A. Yes. 

4. You cannot say how much of that is excessive 

and how much isn’t ? Ae Ho. 


@. Now, suppose we have thet all wrong; suppose 
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we are wrong and the whole $17,000,000 is excessive 
depreciation, we have been over-cautious . The poin 
is we should reverse our charge and add $17,000,000. 
to our profits ? Ae Iam not sug- 
5 gesting that. 
“. You say 80. You say so. You do it, sir. 
Approximate profits earned, $45,000,000. include 
$17,000,000. You say you are not saying so? 
4. I am onot suggesting you do ite In making up 
the total here on certain items -- 
MR.McB¥ER: My friend persists in attacking Mr. 
‘Howson, and he loses sight entirely of the purpose 
of this inquiry. We were governed and I certainly 
Fs in - instructions to Mr, Howson, was governed by the 
terms of the Order-in-Couneil which directed us to 
determine how these companies had fared in the past 
over a period of years and under existing tariff 
conditions. 
) va THE COMMISSIONER: Profits is distinetly 
mentioned in the Order in Council. 
MR.MCRUER: Profits end al@ these things. 
Now, it does not make a particle of difference as 
far as I am concerned in this inouiry whether they 
25 have got their profits by writing off excessive 
depreciation or some other way. They have them at 
the present time and that is the fact we are bringing 
out in the statements. 
THE COMMISSIONER: Yes, but Mr. Geoffrion dis- 
putes, I think, that they have them at the present 


time. 
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| MR MeRUER: No, he does not dispute. 

THE COMMISSIONER: He disputes this. The witness 
puts these profits at $45,952,000, What is your attli= 
tude on that ? | 

MR.McRUER: That the company -- 

THE COMMIT SSTONER: I am just getting at the tru 
facts. That is the only thing I can get it from. 

MR «M¢RUER: That the Company is $45,952,000, 
better off than it was when it started. Now, my 
friend is analyzing whether this has come from in~ 
creases in land values or increases in market fluc- 
tuations in buildings and so on. It might be better 
for him to show us something of these figures he is 
talking about, 

THE COMMISSIONER: Perhaps he intends to. 

WR.MeQUER: There is no suggestion of our putting 
it forward because we have not got them. We would 
like to have them, as to how it is built up, but we fo 
get from their records they are $45,952,000, better 
off than when they started, 

THE WITNESS : Mey I just add this that we dia 
everything we gouet bly could to get that information 
from the company but the company was not abide to giv 
it to US. | 

WR. GEOFFRION: Iquite appreciate the necessity of 
reporting on our profits but your lordship is not 
iacinaek to report only on that. 

THE COMMISSIONER: It would perhaps do good fo 
you to get back to the starting point. The Order- 


in-Council calle for a full investigation and repor 
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on costs, profits, wages, salaries, bonuses, tariff 
protection, investments, volume of produce tion and all 
other matters. 

MR. GEOFFRION: Investments is what I am really 


on. iI want to know what is really invested in this 


5 
company. The investor is entitled to appreciation 
due to market conditions in his investments. 
MR,.Me RUER: Then he dees not néed to ask for 
\ tariff if he has got it in the past. 
> 10 MR. GEOFFRION: We will have our field day later 


MR»MORUER; We are going to have a good tinue. 
Mh. GECFFRION: I would like to specialize here 
that the heading is inaccurate because it omits what 
1I5 ||I have just stated. 
THE COMMISSIONER: What heading, Summary of 
operstions ? 
| MR MeRUER: I will suggest that any words Mr. 
Geoffriocn feels ought to bo in there to properly 
\\Geserive it, unless Mr. Howson says thoy should not 
be in, i am quite willing to have them introduced in 
it, because I do not want any heading in these state- 
ents that is misleading in any sense « 
MR. GEOFFRION: I will put another question if 
I an allowed. You call this profits earned during 
the period 7? A. I said approximate profits earned. 
Qe Do you think the word eaiaia applies to 
surplus due lergely to improved or partly -- 4. 
») : ME.McRUER: Wo, no. 


BY MR. GECRFRIOK: Q. To avoid controversy I 


a” eee cee gf 
‘.: , ey a, 1) iy : - ei= , 
> SH G? ° Pa — beanie 
sogwoH | grt 

Oe ie Kgird AD 


“Mltet ,zseined jeotustas., seoner store cae ei [ ee a . 
tie bas aot oubory 30. euncoy at sondeoval: eee 


eitaie ma I tadw at ataontdaeval  ommECom - ay 
aide al Setueval Yileet al Sastw word aot tase r ato | =, 
| ports teem) oF Seltitne ei toteeyat eat . Uategaioe: 


. : sadnonteorat aid at eno ibheco foxes of aus 
02 tes of hesm ton aso0b of Bens; : AI UR Ms 


total Yad BLelt “U0 vad fice all OLAT TIED Tat if 


| ; - com a esate ee 4 
oult boog 8 evel of gatog ors, oR 3 8A UH OM AM 


i 
1 
4 
2 
i 
a 
| 
| 
 teeg edt abst tea aad od tt stitat a 
| 
eted oxiishoogs of ett plow I :HOLTToRD i i: 
Jade etisio #i sausoed svazvovsnl at REPS. a Th. 
re 
pepe M2 err berate veut, eved is 
20 Vismine jgxtbeod tedM, AEMOTERTINOD mr | 


a) | 


SaiteGudd bo eak sat 
inched 
| 
: 


“<M efiow yits Jadt dacague Liinw I ROR OM, xa ‘ 
Ylteqera: ‘ot oteds a! od .o¢. pre nate 4 R012 72a 


2. . 


von hlsode yous ayse Roawat otk eeolay. ath, eaten ; uo pe 

. # “gee 
at beoubortnt med? owed of guttisw eftug m I, vet elas 
~etate ‘ened? al gitbecd Yas saan toa ob. I caused oa ae 


voadoo (as at gatbasiaim el tedt af ' “| | an 


at aolteoup todd one tug iliw I MO LAEEOED | ft ae 


a ” a 7 : 


_gaitubh bodies etitoxg etd? Lao voY - bevotts =e 2] . 


-bentas sf itoty etemzoreye Biss I. +A, ee iF 
of eolique howtee brow edt amid wi 


ok oe Ubted te Rise esi 
ee ee aL 


7 


a 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


Ap ARONTS 3 ECANABA 12859- f -  Howshon,. 


will say pertly, to improved values in market comi tions 
resp_ecting land, buildings and machinery during 
thirty years. A. When the company gives effect to 


then I would say they have earned. 


. 5 Q. They must give effect -- A. They gave ef- 
fect to that in 1920 by setting up values on the books 
y. They did not give effect to %$17,000,000., they 
give effect to $12,000,000. and you call it inflation? 
Ae I em just carrying this on for the next period. 
? 18 we You call it inflation ? Ae. I am not 
dealing with that as inflation. 
4 You say so, you ¢all it inflation elsewhere ? 
dA, it is in relation to the earnings of the company. 
®. Inflation is inflation, isn't it, absolutely 
- or not ? A, Mr. Geoffrion, as Mr. MeRuer mentioned 
before, you must remember these statements were made 
up for this Leuk ates om and to give the Commissicner 
the information that we were instructed to get. 
> Pa «we The moment you take that attitude I have no- 


thing to ask ? A. I am not dealing with 
this company from a financial standpoint at all. 
we You -are simply givéng the figures you were 
asked to give ? A. No, not necessarily, not 
25 the figures i was asked to give. 

MReMe_RUZR: That we were im tructed under the 
Order in Council to procure from the Company, and we 
certainly are not yreténding from a bankihg standpoint 
to analyze this sabi e position. I am willing to 
admit that the company has been a marvelous success. 


WR. GEOFFRION: Why go outside the question . I 
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simply say it isn’t esrned profit. Do you suggest 
that inerease in value of buildings and machinery is 
earned profit ? | A. The company gave 
effect to them in 1920 and treated them as earned 
profit in that respect by capitalizing them. 

Qs Then, you treat the appreciation in value 
as earned profit ? A Wheat is appreciation? 
When you buy securities and sell them at an advanced 
you take that into your income as profit , as part of 
your profit 7 

we YOu consider if a company buys a piece of 
land and holds it thirty years and it trebles in 
value which happens, ae it goes up from 10,000 to 
100,000, that the 90 thousand is earned profit ? 

* Re ee AAT Bee. xe you hep tnet x x 
satisfied. oe would you have said -- no -- 
A. Pardon ? 

@. Nothing at all. Let me try and shorten 
this, let me shorten this chapter and try and close 
- it if I ean. You rpoint is you are simply trying to 
prove what profits we made in the past; that is all? 
A. I am just trying to give the information, what is 
heres , 

25 &. You are trying to give information as to what 
profits we made in the past ? he Yes. 

Q. Pure and simple, that is all ? A. The 
history of the company. 

 @. From the point of view of profits you think 
») 30 you can calculate in profits increments in values of 


land, buildings and machinery ? Ae What is that 
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ast question ? 
Qe From the point of view of profits you think 


ou Gan calculate in profits increments in values of 


and, buildings, and machinery, due to market condi- 


tions 7. .A. I am not including them in profits in oper- 
tions at all. 

we You have included them on page 1.? A. I am 
aking a summary of the company -- 

We You. call them earned profits ; you call them 
arned profits ? Ae Yes. 

%e You inelude them in earned profits ? A. Yes. 

we Why. not say yes right off ? Of course, you 
lso claim you are not able to say how much you think 
ur depreciation apart from that was excessive ; you 
annot say by how much ? Ae Noe 

+e All right; mow, Mr, Howson, I will take you 
into another chapter. Would you please look at page 
ll -- not so much page @1, it is page 4 -=- will your 
lordship give me just ons minute for my last point, or 
early my last point. It is page 10 or page 16, how 
ou call it. 

MR.McRUER: Let us refer to it as 16. 

THE COMMISSIONER: What is the heading ? 

MR. GEOFFRION: It is 10 or 4. 

THE COMMISSIONER: 10 is a summary of operations. 

MR. GEOFFRION: Yes, summary of operations. | 

THE COMMISSIONER: You were just on that page -- 
no, that is not the page you were on. 


MR. GEOPFRION: 16 on ome book and 4 on the obher,. 
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wetes?.. A. From. 1927 to 1936 7 

we Exaetly; look at it there. You give us per- 
centages, and 1 am starting at it from another angle. 
i,am starting from the consumers' point of view. I 
am trying to find out the percentage of our profits 
out ef the gross sales price »putting the sale price 
at 100 per-cent.. You say the net profit is 8.68 
there; is that right ? | A. Yes. 

THE COMMISSIONER: Profit on sales ? 

MR.MGEOFFRION: On sales, that is the percentage 
of the gross sales. Now, these figures do not in- 
clude =- this, of course, covers ten years ? A. Yes, 

Qe This does not include bond interest ? 

A. No, the bond interest is put down below, 

%»- Of course, it does not include preferred di- 
vidends ? Ae No,» 

MR.MCRUER: What do you mean by include ? 

WR. GEOFFRION: If that was deducted before the 
8,68 the 8.68 would be less. in other words, you 
have ascertained that 8.68 on 100 per cent before 
treating bond interest and preferred stoek dividends 
as profits ? As The statement speaks for itself. 
It shows exactly what it is. 

THE CG@MISSIONER: It is on sales , it is the 
profit on sales ? & Yes, on trading 
operations. 

MR.GEOFFRION:; Yes, but I am trying to get some- 
thing else out of it. Now, I heave worked it out but 
only fer one year. 


Page 12860 follows. 
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I would like you to check it and make sure whe t the 
common stock gets on sales. I em told thet this is 
teken trom your firuregs A. How do you 
wor that one out? 

@. I anelyze the percentage for labour, neterial 
menufecturing expenses, selling and administration, 
bond interest, preferred dividends end income tax, 
end return on common stock. A. This is just 
for one yeer. 

Q& Yes, for 1936, I did not have time to 
do it for ell the years, Itis teken from page 15 
of your statement, I em told. 

THE COMMISSIONER: You are dealing with the 
yeer 1956? 

MR. GEOFFRION: Yes, for the yeser ending 
Merch 31, 1956, but we cen repest the same thing for 
any yeer we like, but I am coneemed just now with 
1936. Are the figures I show yo correct according 
to your statement? - Ae Yes, 

MR. GEOFFRION: This will be filed es an 
Exhibit, my lord. 

THE COMMISSIONER: Theat will be Exhibit 951, 

EXHIBIT 951: Anelysis of seles dollar, 

Dominion Textile Company, 
for 1956. 

BY MR. GHOFFRION: Q. Referring to Exhibit 
951, the result of this is that out of G100 paia 
into the eomeny for cotton, we will say, the cameny 
gets for all its ¢ ommon stock $2, 507 A. On 
the seles, $2.50 on $100, 


Q. Exactly. In other words, if the company 
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at ell on its common stock, I suppose if that was 
done the price tothe retailer or. middleman would 
fell by 24 per cent. A... Ido not know 
5 thet 1 om give sn offhend.enswer to that qvestion, 
Q. You will admit, I Suppose, that it is im- 
possible for a company to set up its list of pris es 
so thet it will realize exactly zero mwofit or zero 
, | less during the year, that in other words yu can 
ily, 10 only figure your profit in wdvence ep proximately. 
A, Surely they cannot antic ipate what they are 
going to make or lose at the end of the yeer. 

@, Then you are not prepsred togay that if 
the compeny attelned this ideal position which is 
Mr. MeRuer's idea, that it would have no profiton 
common stock et all, that the middlenan would be the 
gainer by $2.50 on $100 7 

“MR. McRUER: My suggestion goes a lot deeper than 
thet. 

MR. GEOFFRION: I know, but th tis one of yar 
suggestions. Yor suggestion is that we should 
give back money. 


BY MR. GEOFFRION: . Q, You heve analyzed whet 


“ happens to $100 worth of sales? A, Yes. 
Q. And whet remains afterwerds for the canmon 
stock is $2.57. 7 
THE COMMISSIONER: Out of $100, 
“MRS .GEOFFRION: Yes. 
y) 30 BY MR. GEOFFRI ON: Q. Soif we were willim to 


60 business with nothing at all for the ¢ anmon st ock 
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we would sell for $97,453 whe t we sre now selling 
for $100? A. $97, 43. 
@. And the question would arise whether thet 
Saving of $2.57 to the middleman would be passed on 
5 to the consumer, or how mmwh of it. A. Jt cannot 
eanewer that question. 
Q. Youcannot answer that que st Lon? Very well 


then, In this anelysis, Exhibit 951, direet lebour 


gets $25.31 ? A. Yes, 
. 10 " Q@. Meterials, $47.71 ? h, Yes. 
Q. Manufacturing expenses, $17,95 ? A, Yes. 


Q@- Selling and edministration, $3.22 ? A, Yes. 

@.- Bond interest, preferred dividends end 
income tek’ the income tax being the govermmant's 
partnership in the venture, $3.24 ? A, Yes, 

Q. And return on common stock, $2.57 ? A. Yes. 

MR. MgRUER: You might let the govermment teke 
é bigger interest in the partnership. 

BY THE C QIMISSIONER: Q. Where do these figures 
come from? A, They sre on the detailed 
stetement. They cane from the que stionmire, 

BY MR. GEOFFRION: @. Now, Mp. Howson, this 
motming you filed an exhibit which subse que ntly was 
withdrawn end will be replaced. 

THE COMMISSIONER: Thet will be Exhibit 948 ? 

MR. GEOFFRION; Yes, but it is nt in yet, and I 
will reserve my cross-exawinstion on it until I have 


seen it. Then Your Lordship willremenber that 


> 30 || Exhibit 949 is where thet $3,575,000 comes in. 


There wes no increase in dividends in the second perio ; 
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| I understend thet the Exhibit resp eting inventory 


reserves is ging to be corrected, 

MR. MeRUER: Yes, I hope to get to the bottam of 
it soon, I find that it is not quite as expleined 
by My. Gordon yesterday, so we heave to go back over 
it agein because what he referred to as the market 
price of raw cotton being the basis of their raw 
cotton inventory is not correct. He was in error on 
that. It goes as low as 11 cents a pand. 

MR. GEOPFRION: All I am concerned sbout is that 
thet Exhibit will be put in so that I em ¢cross- 
exemine on it. 

MR. MicRULR: Yes, when we can get it worked out. 


THE CG44ISSIONER: There are two Exhibits to 


geome in, one Exhibit is forthcoming from Mr. Gordon. 
When you examine Mr. Howson again, Mr. Geoffrion, 
you may exemine him on mything that mey occur in 
the meantime, 


MR, GEOFFRLON: Yes, my lord. I think I am 


2 20 
through now. 
BY MR. MoRUiR: Q@. Mr. Howson, how much is the 
bonded imiebtedness of the Dominion Textile Comeany? 
A. At the lest date? 
Q. Yes. A. $4,457,000. 
iA @. How wach is the preferred stock issue? 
A. $1,940,600. 
qQ. Ore totel of ? A, = $6,397,600. 
Q@. On this original $500,000 that was invested, 
P re according to Exhibit 946, there hes been paid in 


dividends $14,836,000 ? A. $14,857,000. 
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@. If thet $500,000 has borne interest — 
we will be generous and sey eat the rate of 20 per 
cent per ennum, how much would heve been paid? 
ToL CGIMISSIONER: Would you compound it for 
5 th en? 
MR. McRUER: No, I will teke simple interest. 
THE «wlTNeSS:, Oyer the some period? 
THs COAMISSIONER: Thirty years ? 
MR. MeRUEK: Yes, 
» 10 THEY 6 GMMISSIONER: It would be 600 per cant. 

BY MR. bckUi Rs Qe. At 20 per cent it wold bee 
Ae $5,000,000. 

ihe C GIMISSIONER: In each y ear. 

BY MR. MoRUER: @ So, if this cameny had 
not been, 1 might say, so gemerous with the original 
common stockholders, and had paid on the basis of 
20 per cent instead of 100 @ 150 per cent, or 
Whe tever the did, they would heve head in surplus 
account $11,800,000 et this period if they had 
paid out dividends st the rate of 20 per cent. 

A. Thet would be the difference between the 
#5,000,000 end the {14,000,000 paid. 

Q. Yes, $11,000,000. Sin cane to this 
statement which my friend Mr. Geoffrion has filed, 
Exhibit 951, A&A. Is thet the last one? 

Q@. Yes, showing in percentages where the 
‘consumer's doller goes in this camany. Onmy 
essumption thet they hed paid out dividends et the 

they did 
y) 30 rete of 20 per cent insteed of et the rate/tlere 


would heve been $11,000,000 plus in the treasury 
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end they could heve redeemed 411 the bonds, 
THE C OMMI SS TONER: Are ya qite sure of that 
figure, You say if they. had paid dividends. 
Do youmean et the rate of 20 per cent per year, 
5 £0 per cent per ennum on the $5@ ,000? 

THE WITNESS: $100,000 « yeer for thirty y ears, 

$e ,000, 000 epproximately. 

BY MR. MgRJER: Q. ‘There would heve been 

over $11,000,000 in the treesury. They emld have 

2, 10 redeemed all the bonds and all the peferred stock 
end have hed about $5,000,000 still left, and they 
would not heaye nmeceded to call on. the public to gube 
scribe the five i six million dollerg that was 
subseribed in 1927 end 1928, They wald havehed 
plenty of working capitel without issuing eny 
further stock, 

MR. BALLANTYNE:Is thet seriously suggest ed? 

MR. M¢RUER: I em deeling with this ese teriff 
= | matter, and I em quite seriais about it. I want to 
See whet the consumers of Canada heve peid in the 

past, and now beceuse they heve paid, they ere 
esked to pay more. 

MR. GEOFFRION: Parlisment makes the law, end 

25 if parUement wes wrong, thet is enother matter. 

MR. MoGRUER: We are trying to find out whether 

they were or not, 

MR. GEOFFRION: They ere never wrong, I under- 

stand, 


xe 
wy, 30 MR. McRUER: Well, they heveesked us to find out. 
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25 


BY MR. MeRUER: @. Then referring to this 
Exhibit 951, Mr. Howson, this item of $2.24 of this 
$100 could come out altogether on the t basis? 

A. Yes, with the exception of the income tax, which 


is ine luded in it. 


Q. Yes, but thet is not set up here. 

MR. GEOFFRION: The income tex would be much 
bigger then. 

MR. MeRUDR: I would like to heve seen whet shere 
the government got in income tex out of the sales 
doller, 

BY MR, GEOFFRION: Q. You heve got the inoome 
tax in your statement? A, Yes. 

BY MR. Me RUER: Q. The costs of interest- 
bearing securities being reduced, thet would reduce 
the general costs of operation? | 

MR. GEOFFRION: In other words, if we distribute 
our profits we ere doing wrong. 

MR. MeRUER: No, if you distribute them at the 
rete of 150 per cent per ennum I think it is time 
we considered whether you should heve the terirf 
protection thet enables you to do thet. 

MR. GEOFFRION: If we hed distributed them at 
the rate the lew allows us -- 

MR. McRUER: It would heve been & lot easier for 
us to make up these déSoduta; 

BY MR. McRUER: Q@. My friend sesked ya, My. 
Howson, in reference to the share the general public 
head in this investment, and he pointed out thet up 


until 1923 the o riginel stock issue was 100 per cent. 
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“THS COMMISSIONIR: The second issue wes in 1923, 

MR. McRUER: Yes, that is right. Then there was 
en issue of $2,500,000, and th ose who purchesed thet 
got five-eighteenths interest, I think it was, 

THe WITNESS: No, they got one-third. 

- BY MR. MeRUER: @. Oh yes, I bee pardon, 

A, They got 25,000-out of a totel of 75,000 shares. 
Q.. That is right. The tis on the first issue. 
THE COMMISSIONER: That is in 1923. 

BY MR. MeRUER: Q@. Yes, so for putting up 
25,000, they had one-third, end the original holders 
had twoethirds. The on the next issue the sub- 
scribers put up $5,575,000 ? Ae yes. 

Q. And they got three-ei ehtemths interest? 

A. Yes, 

TH: CGVMMISSIONER: » Qne-six th. 

MR. MeRUER: Yes, shout 6-2/3 per cent, I thinks 
THE COMMISSION:R: The returns to them were 
6=2/S per cent at the highest, ani 5-1/3 per cent at 

the lowest. | 

MR. MeRU-R: Yes. 

BY MR... MeRUER: Q. Now, Mrs ovson, there ere 
one’ or two metters thet my friend euphesized thet I 
went to clesr up a bit. The dividends in 1934 on 
common stock were reduced by 20 per cent. In 1985 
what portion of this was restared to the common 
stockhol ders? A. The dividend was brought 
beck, The whole tintin. ti restored. 

Q, The whole decrease was restore? A. Yes, 


Q. And since then they heve been paying at the 
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inereased rate? A. At the restored rate. 

Q@. So when my friend enphesized the fact thet 
wages had been decreased by 10 per cent in 1984 
while the common stock dividend was decressed by 20 
per cent,in 1955 the wages were increased by 4} per 
cent, but the whole decrease on the common stock 
dividend was restored. As Yess 

Qe Now your statements es to profits and soe 
on heve been made up fram the company's re tarns to 
you? " Aso Yes, 

Q@. But they do not of eourse teke into account 


the question thet we were disewsine with Mr. 


Gordon yesterdsy, and thet is the secret inventory 


reserves? A. No. There was no prov ision 
for thet at ell, because we had no informe tion on 
it at the time the statements were prepared. 

‘Q. &t the time the statements were ai ieaied: 
and of sourse it would bee very leboriais job to 
recest them nov thet this is comine to light? 

A. Well, they would 211 heve to. be recast, 

Q. But we om probably deal with it in some 
other wey. Now in reference to the $17,000,000 item 
for depreciation, or excessive depreciation, or 
wheatew you mey call ite- 

THE COMMISSTONI R: -That goes into other thines 
besides depr ecia tion ~- repairs, ete. What page is 
thet agein? 3 

MR. McRUER: Pege 7, It is over-depreciation 
ani excessive «ep charges to operetions far equipment, 


repairs, ete, 
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BY MR. UeRUER: Qe Lem interested pea rticuler 
in knoving just haw the compeny stends irrespective 
of whet may be in its books, end eccording to their 
insurance eppraisel, it shows thet the Plant is 

¢ worth $17,000,000 more then is shown in the records, 
Thet is correct? A. Yes. 

@. So that when the t is made up by writing 

ofr excessive deprec jiation, repatrs or bettements 
Out of profits, and no matter how it may be, still 

La) 10 the compeny has got it; or whether it is en ine 
Grease in value of land ana buildings the ¢omp eny 
hes it according to the insurence eppreisal?. 


A. Yes, 


THE ¢ OMMISSTON’R: Does the ingurence Sp praisal 
- Sover land? You mentionedlan, 

MR. MeRUPR: No, but My. Howson les taken it 
into the $17,000,000 item, : 

THE C€ GYMISST ON ER: The land is velued as of 1920, 

MR. GEOFFRION: Pius edditions, 

THE COMMISSIONER: And lend boug ht sinee, 

MR. MeRUER: Now I ask my friends, ir there is 
anything unfeir -- 

MR. GEOFFRION: If you are asking me now, the t 
7 \ a is & Trgument, , 

MR. MeRUER: TI em esking you now so that it. is 
not left to argument. I esk my friends, if there 
is enythine unfeir in teking this $17,000,000 as 
the value over end above the book velue, thet they 


F) 30 will submit proper records thet will show where in 


it is unfair, because I think it is much too low, 
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end I would like to have the exact figures fron 


‘the compsny's own records showing how they eppreise 


their buildings themselves, 

MR, GEOFFRION: $17,000,000 minus $12, 000, 000. 
Thet is $5,000,000 more, 

THE COMMISSI ONIR: ..The, figure should heve been 
some $20,000,000. 

MR. GECFFRION: It is $17,000,000 plus, minus 
the $12,000,000. . 

MR. Me@RUER:. The #12,000,000 is show in their 
books; there is no doubt abot thet, but I mean efted 
deducting the $7,500,000 for the inflation and the 
other two items for good wi il end so on, this apprai 
sal shows it to be $17,000,000 more timn the net fi- 
gure, 

Mh, GEOFFRION: I never e ral lenged thet, 

MR. MeRJER: What I an sayingis tietif thee 
is enything unfsir abdait thet, I invite you to pro 
duce the canpeny's eppreisal of the plent and 
buildings es of 1936 which will give us exactly how 
they velue their ow plant and buildings, 

MR, GEOFFRION: My friend cen see thet, and the 
higher he puts my values, the bv etter I like it. 

MR, MeRUER: You and I are working hard together. 

UR, GEOFFEION: You cen meke it $100,000,000 
if you like, 

MR. MgRUER: I just went to put it on reca@rd 
thet I ask my friends if t ey will produee it. I 
heave asked Mr, Shepherd to get it, thet is any 
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of its properties in ¢ mnection with the bond is sue 
in 1985, 

MR. GEOFFRION: My friend cen sent his acco une 
tents, and he knows they are weleome to get all that 

5 info me ti on, 

MR. MecRUER; We have got most freely, I will say 
that to my friend end his clients, information, 
They heve worked herd to comply with every request 
thet hes been meade, 

oe 10 MR. GEOTFRION: Ifmy friend wents thet, he will 


get it there. I heave not cot it here. 


-- The Commission sdjourned for « short recess, 


15 On resuming, 
BY MR. MeRUER: @. My friend has made severel 

references, Mr, Howson, to the fom of your state- 

Ments and the be sis of your stetqanents, am so on. 

When you ¢ammenced your investigations ya were 
* 20 furnished with a copy of the orier in council 
goveming this Commission, were yu not? A. Yes, 

@- Andin the preperetion of yar stetaments 

did you have in mind trying to cerry cut the dire e= 
tions of the order in counsi i? A. That was 
the purpose in meking up the stetements in the way 
they have been made up, end in dealing with them I 
dealt with them in relation to the requirements of. 
the order in coun il, 
r) Q. You are not Gealing with these matters ag to 


whether it was e wise thing for the mto do this, that 
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or the other thing ? Ae No, I em not 
discussing the policy of the company et all. 
@. You were trying to get damm as a record 


the material thet will furnish the information thet 


is required by the order in council, as nearly as 
you gould? 4, Yes, 

R. Just before we leave this $17,000,000 item, 
Mr. Howson, is there anything that I have not 
covered about thet? There was something that 
occurred to me. whieh I diseu ss ed with you, but 
which I have forgottm at the moment, A. Well, 
not that I know of, except I just want to make eleer 
thet the $17,000,000 item as described here is in 
relation to the requiresents @ the a@der in council 
and in generel reletion to the scheme or setting uw 

the information, 

Q. Yes. Whether it is built up out of dexre- 
eiation or en increase in land vealuss, if any, or 
uhetever it may be, itis essenmtielly, I should think. 
under the folloving words of the order in council: 

"He (the Minister) is further of the opinion 

that industry generally and especielly en 

industry which has hed for nee the benefit 

of the are tection efforded by the customs teriff, 

should recognize Ste responsibility to carry on 

Operations with due regard to its obligations to 

aide dine and to th public and not to arbi- 

trerily shut d own its plants, | | 
The Minister further observes that in order 


to detemine the responsibility of employ ers and 
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to enable appropriate action to be taken, not 

only with regerd to safeguerdine the interests of 

employees end of the public, but also the indus- 
try itself, it is essential for the Government 

to be fully eévised with respect to all metters 

surrounding the operations and eonduct of the 
industries immediately conce med and inter- 
releted and allied industries; 

Thet in this eqmmnection it is essentiel thet 
full and complete informetion be sayailable to 

the Govemuent covering e period of years with 

respect to costs, profits, wages, geal sries and 

bonuses, teriff protectia, investment, volume 
of production end all other metters and things 
which together with informetion already available 
to the Government will eneble sound e¢onelus ions 
to be reached regarding the position of this and 
other branches of the textile industry," 

and go on, 

Q. Now as to the portion of this $17, 000,000 
that represents over-deprecietion, as my friend, Mr, 
Geoffrion pointed out, thete mld really be counted 
es en edditional ennuel pmfit over end ebove the 
profits thet we have dealt with? A. Yess 

Q. And in addition to thet sueh portion ag- 
represents increasing lend wilues, end so on, iss 
prorit thet the ¢ ameny has made up to date although 
it is not out of menufeec turing operations. 

A. Itis not e profit on ope retions, but it is an 


enhenced yelue of the essets thg@ hold. It waldé not 


| Teele? one oe te ia a Ba yayor 

et oie 25 FED oS gp Tot Ieltiare ef #4 Peat r yy! 

SMO LY ob eet arte snettna een egy! | 
ed? 20 ¢ ayiuo 5 52s emo ttstego ons Seissiogig | 


Ege. pees 3 “pas tttfenie: Peills hae Setetox 
ald Let tnewasoer ys 0 $F 90am 9 MF AP ver eo orcs 
Of Sidal tes, &¢ a0 Mf amcota? ‘830 [86 o few ffgt 
Msi wemer te ‘Botte 5 aaiteves SOMA oVOD gig: 
68? eolis fs 59387 .8titety ostes Sot fosgese 
LOT, Serene eget 2 Peston ty pap 20Baaod: - 
S82fd7 haa -2teddo « teddo LI is Sas GO lS ented: +6 
fafieye esate mols emrote? tiv te Atemeg Hot dy ° - | 
wel enlonos Saye s ef dens Litw tasted eyes a ae | 
® BIAS I ‘hOt SS 90'g “ogy Selb teger ‘be disse oot 
" Nttesbal or ttxsy ede T0 wederatd “Gpdge - | 
900,000 122 alae yy! ‘BOLT Og ‘Sis oF “ee 7K oe “hl 5 


2a: , 


'. Stobr? yarn g HOLt st vetgebivers “1870 ttnspoxge2 t adta | | 
BOS Od Ul Ween Rests aay os potato q a6tx12000, | 
lite en os | 
weet ON eras STAM De Fay ether. | RE 
“te motto gad se Had sey BER eas . | 
ct 26 08 bus ,rexfer Snel sateeston f° tieeoryes i | 
tila stay oF oy obem pag Use oad? 4 _— 


NOUS 2 gi i ee ee ee 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


ep TORONTO - CANADA 12874 Hows an 


be teken es an item for distribution unless it wes 
realized. 

QQ. But if the compeny sold out ené wand up, 
it woule nevertheless be a profit that wes there 


for distribution to the sharehol ders? Ae 8 6dust 


on 


the sane ag @ profit from the sale of eny of their 
investments over and above the ¢ wat price. 
~Q. My friend put in © stetement showing the 
percentage of esrnings on common stockholders equity, 
ti) 10 with the $17,000,000 included és cepitel. JI think 
it wes Exhibit 950. 
THE COMMISSICNER: Exhibit 950 is : stet emen t 
besed on certsin 6 ssumptions the t Mr, Geoffrion mede, 
BY MR. McRUER: Q. This is one that deelt with 
the yeer 1926, in which the earning on the c anmon 
shar eholé ers equity wes show to be 12 per cent, am 
Mr. Geoffrion puts in this element, adding back 
$17,000,000 to the common shereholders equity, end 
shows the common shareholders equity as $25,214,000, 
end then he treats thet es earned profit in the 
business, as en investment of common shareholders 
in the business, Thet is the effect of the state- 
ment? | A. Yes, the oUiabh shareholders 
a equity. | 
Q. Then he relates the earning to that capital 
investment in order to get the 3.1 per cent? A, Yes. 
‘Q@. And if we treat it that wey, the net effect 
of this waald be to sey thet in the past we heve been 
r ) 30 able to earn 423,214,190 more on our investment than 


we heve drawn out in dividends. 
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MR. GEOFFRION: Thet ineluies the emount put 
in by. the shareholders, 

MR. MeRUER: I will deel with the $17,265,000. 

BY MR. McRUER: Q. He puts it in this way: 
To add that beck in that way, we hsve earned in 
profit $17,265,000 more than we heve drawn out in 
dividends, and therefore we ask the t we should 
earn a return on thet for the future. A. That 
would be the effect of it, thet the $17,000,000 
is made up of earned profits from operations. 

THE COMMISSIONER: And you do not know whet thet 
extent is, 

THE WITNESS: No, six. 

MR. MGRUER: It is adding beck into the capital 
a profit they have made either on operetions or 
otherwise, and then saying: Now we wmt e protec= 
tive teriff to assure us that we sre going to get 
not only the profit we heave kd in the past but 
that we ere going to get divid@ds on the profits 
we heve hed in the past. Does my friend feel 
thet you should not only build up $17, 000,000 
profits, but now you ask protection tomake sure 
thet you eern dividends on thet? | 

MR. GEOFFRION: I want it. I could heve put it 
elsewhere and earned money on it. The past law 
may heave been unwise, but it is my property now. 
That is the issue be tween any 

MR, McRUER: That is the effect, at any rate. 
My triend emphasized that there was no change in the 


teritf between 1905 end 1906. 
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MR. GEOFFRION: I do not guarantee it, bt I 
think so. 


MR. MeRUER: Just between 1905 ami 1906 there 


was @ chanme -- 


MR. GEOFFRION: Which way, up or down? 


eee eer 


MR. M,ZRUER: I do not know, but at any rate 
there wes s ¢henge in the management. 

MR. BALLANTYNE: There wes e change in the 
British preference. It was redwed in 1907. 

BY MR. Me RUER: @. Then with the benefitof 
reduced teriff, by the change in the menagement of 
the someny, it meade s 25 per cent profit on the 
first year, and whet was it the second year? 

A.. 55 per cent. 

@. SS per cent profit on the next year, aw 
et any rate, My. Howson, your observetion is that 
manegement haé spperently cuite e bit to do with it. 
A. It would aeppesr 30. 

Q. Now in respect to yor statement in regerd 
to depreciation end excessive depreciation, when you 
ake the words “excessive depreciet ion” you hed no 
reference whetever to the income tax or the inc ave 
tex laws A. Not at ell. 

Q@. Your reference was to depreciation tiet 
ey very conservetive canpany -- I do not use the 


word politically -- might desire to teke in the 


IManegeent of its business. A. Arbitrarily, 
you mean? 
Qe Yes. Ae No. 


Q@. What you show for the purposes of this 
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inquiry, which is essentie lly'e teriff inquiry, it 
was excessive in respe:t to the needs of the compeny 
€s shown by the records? 4. Yes, for ordimry 


weer and tear, 


TC PI he RN 


: : Q. Yes, thet after all it hes turned cut tobe 
profit and not depreciction? A. Yes, to sone 
extent, 


MR, Me RUEE: Now if my friend cen assist us in 

eny wey thet will show whet portion is an inorease 

al 10 in lend values end what portion is deprecistion, we 
should like to have it, 

THE COMMISSIONER: The whole taing is celled 
excessive, The whole $17,000,000 is worded there 
&S excesaive, 

MR? GEOFFRION: On cross-examine tion it appears 
thet something is excessive, end ym esnnot sey how 
much, The recards ere open for us, 

THY COMMISSIONIR: It says "Approxime te surplus 
valzes in plant provided by over dep reciet ion." 

THE WITNESS: And “end excessive sharges to 
operetions for equipment, repairs, ete," 

BY MR. MgRUER: Q. Yes. And by the word 
“excessive” I teke it that you mean charges to opera= 
tions that were in excess of the ordinary reperis. 
A. Yes, mé@ which were cherged to the repairs and 
equipment sccount, 

Q. Which were cherged to the repairs and equip- 
ment account, end the over deprecistion was the 
& 30 || depreciation thet wes more tien hes turned out to 


be necessary in order tokeep the plant value up to 
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12878 Howson 
per et ell times? A, Yes, 

@. All right, I think the tig all, 

BY MR. GEOFFRI on: @» Coming back to the same 
old question, my lesrned friend esked you what waild 
happen if e 20 per cent diyia end hed been paié mm 
the $500,000. Now Suppose a £0 per cent dividend 
wes assured on the $500, 000, how much per ennum 
reletion would it beer to the $6 5575, 000? 

MR. MeRUER: You wmuli not have needed new 
capitel., You wold heve ima plenty of capital. 

BY MR. GEOFFRT ON: Q. Suppwe the divid @id wag 
cut down to 20 per cent; how much would the $3,375,00 
subscribers Of 1929 heve ag Civideids, on the same 
basis, of course? A. £0 per cent on 
$6,375,000. 

Q@. No, thetis the averege. het ig the dividenal 
if you give 20 per cent on the sheres representing the 
$500,000 you give 20 per cent on ten-cightemths of 
the compeny, and therefore the $3,375,000 received 
three-eighteenths, which is ¥50,000. My leemed 
friend wents you to limit yourseif to 20 per cent 
ennuel dividend, nemely, #100 , 000 on what represents 
this $500,000. Therefore that means ten-ei ghteen ths. 
Thet means $100,060 for ten-eighteenths, end the 
Other 92,575,000 would get $30,000 s year. Is that 
right? A. They wuld get their prop ortion 
Whe tever it is. 7 

BY MR. MoRUER: Q, But, Mr. Howson, if they hed 
peid at the rate of a 20 per cent dividend, there 


would have been emple funds left in the comps ny, and 
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they wouls not heve needed to teke subseriptions 
from the public? 
MR. GEOFFRION: ‘They might have bought other 


mills orenythine et ell. Theat is just famy. 


5 
; MR. MoRUER: It is not fancy et ell. We are 
inquiring how this cdipany could have got along, on 
its own recard, if it hed not paid out very huge 
sums of money in dividends. We cen ergue end con~ 
jecture, but there is nothing fenciful e bout it. 
“4 10 
* Wé will heve another round out of this eat eny rete 
| sometime. I understand, my lord, thet Exhibit 949 
: 
| has now been got, 
} THE C OQMMISSION'R: I think thet Was put in. 
| ; 
| 15 
(Page 12880 follow) 
a 20 
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MR, McRUER: Well, it was marked. It was 
in pencil and this is copy - that is wages, bond 
interest. Well, that coneludes the examination of 
Mr, Howson on the Dominion Textile. 

THE COMMISSIONER: Have you any other witnesses 


on the Dominion Textile Company? 


MR. MeRUER: Ch yes, there may be some further 
examination in reference to the question of inventory 
reserve, still working on them. | 

THE COMMISSIONER: You are through for to-day? 

MR. WCRUER: Yese. I propose to go on etth Montres 
Cottons Limited right now, 

THE COMMISSIONER: Just a moment before we close 
the Dominion Textile Company - I see Mr. Geoffrion 
is not here; Mr. Heward and Mr. Ballantyne are here- 
what is your intention? __ Have you enything particulay 
to offer in connection with Dominion Text ile? 
20 MR. HEWARD: Yes, we will have to examine witnessqs 
in reply to Mr. Howsone 

THE COMMISSIONER: And you want another opportunity? 

MRe HHWARD: YeSe I believe that Mr. Fessenden 
is making a report which we have not seen yet and 
i enheentand there are some witnesses coming up on 
labour questions from Drusmondville, Sherbrooke and 
Hochelaga, I am told, next week* I am afraid you 
will see us agains . 
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on to-day or later on, Is Dominion Textile interes 
in Montreal Cottms? 

MR. BALLANTYNE: Yes, they own 58% of the issued 
steck and I am appearing for Montreal Cottons, 

MR. MeRUER: The first exhibit, my Jord, will be 
the answer to the Questionnaire of Montreal Cottons. 


EXHIBIT 9523 Answer to questionnaire of 
Montreal Cottons. 


MR. MeRUER: There is attached some correspon dence 
that has passed between Mre Howson and the Company 
which is explanatory of certain things that is con- 
tained in the Questionnaire, 

Q.» There is one set of answers - there are no 
Subsidieries in this case, Mr. Howson? Ae NO, 

MRe McRUER: -Now, we — the capital history 
of this Company, my lord, very thoroughly at Valley- 
field and I do not propose to go over any of the det 
of it. We may have it extracted fran the evidence 
later on as it is given there but at the moment I am 
going to deal only with one or two items with respect 
to it. 

Q. Referring to page 17 of Exhibit No, 917--- 

MR. HEWARD: Can you give us the title? 

MR.e McRUER: “Capitalization and Operating Resultgs." 
There appears to be outstanding $3,000,000 in preferrdd 
stock and $3,009,000 in cannon stock? A. Yes, sir 

Q. The common stock was issued as a bonus, was it 
Aw Y@Se 


Q. As a sort of stock dividend, really? A. Yes. 
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Q When was that stock dividend declared? 
Ae It was put on the books of this Company in 1924 
but my recollection is there was rather a hiatus be twden--« 
the old company was still operating as an operating 
Company, and the new company was sort of a holding 
compahys I would just like to see what the 
quest isnuktce Says about ite(™itness looks at 
Questionnaire.) It was in 1911, 
toa) 10 ee Well then, you have got “Bonus fran surplus, 
$110,500," What is that? A, There was a 
transfer to reserve account from bohus stock of 
790,000 in 1879 and 50,000 in 1880, and $10,000 in 
1881, 
Qe It really was, then, bonus stock, was it? 
ho YOSe 
Qe And then "Isshed for withdrawal of suit, 
$5,000," that does not amount to much, and then you 
®@ 20 adjust the amount of the capital repre sented, issued 
for cash, $2,867,800, issued for bond in terest, 
$16,700? Ae Yes, 
Qe Now, you take the net revenue down to 1925, 
There was a re-organization of the Company, was there, 
= in 1925? A « No, bringing it down to the 
period into the ten-years of questionnaire. 
Q- In which the questionnaire starts? Ae Yes ,agr, 
Q. This is the operations of the Company prior to € 


® (30 10-year period that you deal with as a whole? A. Yes 


Qe Their total net revenue amounted to $13,811,511163, 
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end of that $12,104,436.63 was paid in dividends on 
this bonus stock? Ae No, that bonus stock 
was included in those dividends, That is dividends 
aud stock bonus, Out of the total revanue of 
$13,000,000 they peia dividends , including the stock 
bonus, of $12,104,000. 

MR. HEWARD: Q. The stoek bonus was taken out of 


surplus, in other words? Ae YO@Se 


Mia. MCRUER: Q. Oh, the stock bonus of $5,000,000? 


Se Yes, stock dividends or sonus, whichever you call if, 


Ge¥ell, the amount of dividend then paid on the 
bonus stock over that period woulda be 99 »100,000. 
Ch, no, that includes the preferred dividena tos 
As The preferred dividend was stock Gividend, 

The stock di¥idend was in preferred stock, 

Qe Oh, it was? As Y8Se 

THE COMMISSIONER: Q.« When was the common stock 
created? A. Right at the inception of the 
Companys 

je Was it issued for cash? Ae Most of it was 
issued for cash, yes. 

de Snd the preferred stockcame in later? A. Yes, 
the preferred stock was the dividend which was issted 
and charged to surplus account. 

Q+ In 1911, you say? A. Yes, 

MR. MeRVER: Q.What was the rate of dividends 
Ou the preferred stock? A. Seven per cent, 


Q. Since 1911 then the Comipany would pay a dividen 
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© on the preferred stock of 7%? A. Yes, 


ve And that would be the amount that would be paid 
on the bonus stock? | Ae Ye@S. 
THE COMMISSIONER: The bonus stock is all preferre 
5 stock? 
MR. MeRUER: Yes. | 
THE COMMISSIONER: The divi dena has always been paifi, 
has it? % 
MR. HEWARD: The preferred dividend? 
THE C OMMISSTON ER: Yese 
MRe McRUER: The kth dividend has res Fs been 
paid? 
THE COMMISSIONER: That is right? 
15 I MRe HEWARD; Yes, ny lords 
THE WITNESS: They had a peculiar scheme » As I 
say, they still carried the thing on from 1911 to 1926 
as though it was one issue and they put it through as 
total dividends, 
MR» MeRUER: Q. What do you mean by "One issue"? 
A. One issue of stock rather than distinction between 
preferred and commons 
Qe woula not it get into different hands? A. Oh, 
25 || yes, it was distributable. I mem on their books. 
It was only in 1926 that they set up on their books 
the distinction in the capital as far as we can determilne. 
THE COMMISSIONER: Qe Was ne any difference 
2 in eee in those previous years between the two 
classes of stook? A. No, the preferred stock, 


seems to be $210,000 provided each year. 
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Qs What about the other stock? A, The total 
dividends, for instance, in 1918 was $330, that would Ye 
$120,000 for ordinary stock, that would be $4.00 a shaye, 


Qe $210,000 for the other? A, Yese And 


>) 


in 1919 it was $345,000 total, which would leave the 
common stock $135,000, and fran then on $590,000, 
which would leave the common stock $180,000. The two 
companies --- | 

t 10 MR.s MecRUER: <. When you say "Two companies," which 
do you mean? — A, The old Montreal Cotton 
Company and Montreal Cottons, Limited, The old Montrqal 
Cotton Company - Montreal Cottons was organized but thay 
did not actually take the old company, they kept the 
old company running as an operating deupeny and 
new Company hed stock and the old company still had it 
stocks 

MR, HEWARD: The old company's stock was 411 held 

? 20 by the hew company. 

WR. BALLANTYNE: @. But the old eompany m ver had 
any dividends for the holding company? A. I don't 
know how they handled it. I think the new company 
distributed all the dividends or the old company did, 
Ome company distributed all the dividends. 

BY MRe MeRUER: 
Q. At any rate your summary here shows the dividen 
and stock bonus, $12,104,436.63, Well, of that 
| $3,000,000 was stock bonus? ' A. Yes. 
& 30 Q. And the balance was dividends? Ae Yes,sir, 


Q. And then at the ei of 1925 there was an 
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undistributed surplus of $1,214,851.438? A. Y@Se 


Q» Now, can you tell me from any record that you 
have got when it was that the Dominion Textile got 
control of this Company. I think we had thet in 
evidence, 

MR. BALLANTYNE: I am not sure, same time in the 
S0*S, was not it? At least it was some time in the 
50's before they took an active part, 

* MR. HeWARD: I think the evidence was that tt was 
| some time in the late 20's that they actually got 
control, and some time in the early 30's that they 
started to take an avtive part in the operations of 
the Company. It is only guess work from memory. 

MR. McRUER: Q. Then you deal with the l0-year 
period from 1926 to 1935 inclusive? A, Y@S,s 

Q. The net revenue from operations fpo that 
period appears to have been $716,840.46 and from out- 
@ 29 || side investments, $905, 980.947 Ae YOSs 

Q. Apparently their revenue ord out side invest- 
ment was more than their net revenue from operations? 
A. Yes, sir, 

Q. Well then, what is this "transfer from extra- 
ordinary profits, $1,446,599,99"? A. Well, 
they entered into a transaction with the Beauhernois 
Light & pout Company, to reabé for a long term 
their water power rights ana they got certain consider- 
& 30 || ation for that and this went in to surplus and used 


it for the purpose of paying their dividends, They 
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used part of it to write down the plant. 
we To write down which? A. To write down the 
power plant. 
MR. HEWARD: Q. Their water power plant? Ae YO@Se 
5 MR. HEWARD: Because they had leased the water. 
MR. McRUER: At any rate, that is the source of 
this extraordinary profit, and they paid out in 
dividends over that period in preferred and common, 
$3,360,000? | Ae YeBe 

Qe And transferred to Sinking Fund Reserve 
$521,258,75 - is that in respect to the Bond issue? 
A. Yes, that is for the purpose of redeeming the bond, 
required under the sinking fund requirements, I 
pre sume » 

®, What is the extent of the bonds outstanding 
on this Company? A, At the end of 1955 it 
was $404,414, That was the gross amount. *ne 
@ redemptions amount to $368,000, so that the outstand- 
ing amount is $404,414.06. 

Q. So that the $521,000 that has been charged 
against the sinking fund as reserve has been used for 
the purpose of redeeming bonds? Ae Yes, sir. 

Qe And their obligations to the public have been 
reduced that much? Ae Ye@Ses 

Qe » ‘That left with these considerations an 
encroachment on the Surplus account of $1,195,687«96 
& 30 over that period? Ae Y@B8e. 


Qe During the period $1,312,686.52 was written 
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off to depreciation? As YO@Se 
Q. And repairs and equipment, $2,909,062.455? 


he Yess 


Q. You deal with that item on page 19, do you not? 
sonewhet in detail? Ae Ye@Se 

Qe We get at the lower part of the page 4 
distribution of it. Now, take in the year 1926, 
for instance, there seems to have bem charged to 
repairs $233,238.94 as against $43,105.69 in 1935. 
Were you able to get any explanation as to these 
charges to repairs and equipment, the vatiation in the? 
A. We were not able to get any satisfactory explana- 
tion. I wean, it is in the same position as the 
Dominion Textile, without spending a great deal of tin 
and enalysing £ “antl going through the individual 
accounts it is almost impossible to get it. 

Q. It seems to reverse itself in 1955 that under 
"Mill supplies and equipment," it goes up to $249,108-+ 
aS against $85,240.85 in 1926. On the other hend-- 

THE COMMISSIONER: It reversed itself earlier than 
that, in 1932. 

THE WITNESS: This is not complete at all because 
of the fact thet the Company started to charge it to 
wages, repair wages or ieluded in its wage account 
was some heavy charges for repairs, revamping plant, 
whieh are not here at all because we could not get 
any--- 


WR. HEWARD: Q. Those sare repair wages charged 
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to general wages? As Ye@Se In respect of thdt 
statement I just wanted to produce a letter which Mr, 
Gordon wrote to Messrs Clarkson, Gordon, Dilwérth, 

in connection with the Price Spreads Committee 
explaining that situation, 

MR. McRUER: I think we had better have this = 
filed» it is a letter from Montreal Cottons Limited 
over Mr. Gordon's signature to Clarkson, Gordon and 
Dilwérth, dated the 17th of October, 1934, which 
reads as follows; 

"Enclosed are our returns called for by your 
letter of August 9th, This Company is to some. 
extent allied with the Dominion Textile Coe, Ltd, 
for executive and administrative purposes, which 
accounts for a similerity in the general form 
and treatment of these figures with those of that 
Company. 

The last fiseal year for this Company ended 
On December Sist, 1933, so that the first year 
of our ten year period is 1924, and 1929 for the 
five year period, and not 1925 and 1930 as in the 
case of the Dominion Textile Co, Ltd. 

there are various other points where this 
Company differs essentially from the Dominion 
Textile Co. Ltd., which are, perhaps, worth 
noting for your information, vizs: 

You will note we do Flock Printing, This 
is an entirely different operation fram the 


Calico Printing carried on by Dominion Textile 
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Company, Ltd., at its Magog Print Works, 
and is a comparatively small department of our busin- 
ess, Our main business is cotton goods dyed 
in the piece, 

You will note from the appendix to this item, 
which gives the detsils of our wage policies | 
&c., that these have not been coneurrent with 
those of the Dominion Textile Co. Ltda, although 
certain labour ec:nditions indigenous to the cotton 
industry are naturally reflected in both returns, 
such as the training of apprentices, &c, 

Although, as explained in appendix to Item 
No, 15, there has been no change in general 
wage levels in our mill over the past five years, 
the figures shown in the totals for our simmaries 
of pay rolls would seem to indicate the contrary 


at first glence, The average wage per 110 hours 


is shown as $29.90 in February, 1933, and 


$2768 in February, 1934, but a closer exaninatim 
of the detail of wages and rates will reveal 

the true reason, In 1935, when a considerable 
amount of revamping and repair work, started 

in 1950 and 1931, was still going on, the 
Maintenance Department, employing carpenters, 
millwrights, &c. at nite’ sites of wages, 

accounted for more than one quarter of the total p 
rolls In 1934 this class of work haa fallen 


off very considerably and, at the same time, 
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7 the regular operating departments of the mill 
were more fully oceupied so that the wages 
of the Maintenance Department represented only 


one tenth of the total pay roll, and their 


effect on the average of the plant was, therefore, 


On 


much less» Apart from this fact, it should be noted 
that while there are many chauges between rates 
of pay for various occupations between 1933 
and 1954, these were in the nature of adjustments 
to new machinery snd task conditions, with the 
lnereases and decreases balancing up. 
We trust you will find cur returns complete 
in every waye e can assure you that if there is 
15 any further information you require we will be 
glad to furnish same upon requests" 
THE WITNESS: “e were not able to get any infor- 
wea tion on the amount of the pay rolls | 
*€ @- So that if wages were charged in the ordinary 
| pay rodil as this indicates that they were and the men 
were employed in reconstruction of the plant, then the 
reconstruction would come out of. profits and not out 
ad veninene As Yese 
25 || MR, BALLANTYNE; That hes nothing to indicate it 
was reconstruction of plante It says Maintenance -- 
MR. MeRUER: We will just see what it does say. 
THE WITNESS: Revamping the plant. 
: s 30 MR. McRUER: Well, that does not sound like 


maintenances 
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MR. BALLANTYNE: It may heve been moving mam inery 
from one place to anothers 


MRe MeRUER: It ran a very large percent of the wy 


rolls Came down to 10% in 1935, they were not moving 


On 


machinery » "In 1953, when a cousiderable amount 

of revamping and repair work, started in 1950 and 1931 
was still going on, the Maintenance Department, 
employing carpenters, millwrights, and ete., at very 


high rates of wages, accounted for more than one- 


> 
z 


- guarter of the total pay rolls" 
But you see when we look at the charges here to 
repairs om page 19, I find difficulty in reconcibing i 
: with this paragraph in Mr. Gordan * s letter, because 
iS || in 1931, 1932,°1953, 1934 ana 1935 the charges to 
repairs were very much lower than they had previously 
been for many years since 1918 down? &, That was 
vekenat they changed their system of charging wages - 
* instead of charging repeir wages to repair account 
they charged them to wage account. 
Q. They charged them to the ordinary wage accouat 
Ae YOS, Sife 


Q. Instead of charging them up to the repair accoun 


3 A. Yes, sire That is the information we have. 
Q. Is there any explanation as to why Mill Supplies 
and Equipment Account went ap from 1931 to 1935? 
Ae No, except that they changed their whole system 
e 30 of accounting, revised the whole system of accounting, 


classification and not able to analyse it and follow 
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it throughs 
Q. Now, have we got anything that can give us the 
appraised value of this plant to-day? Yes, we 
have "Insurance Appraisal". That is referred to on 
— 5 page 18, "Insurance appraisal of June 29th, 1936 
shows insurable value of Plant and Building whthout 


Substructure and Land at $7,591,283." A. This 


Company charged off no deprefiation for a number of 

e years during this ten-year period, There was no 
depreciation charged to operations during the years 
1928, 1929, 1930, 1951 and 1952, 

Q. Then how much did they charge following that? 
A, They charged $200,000 off in 1933, $522,490 

15 || in 1934 and $330,195 in 1935. 

@. I am coming at another point and that is that 
on a plent that is valued in the Insurance Appraisal 
without substructare or lend at $7,591,283 your 

‘ € statement shows that from 1902 to 1935 they have 
charged against repairs end mill supplies and equip- 
ment the sum of $7,859]919,14., 

THE COMMISSIONER: Where do you get that? 


MR. MeRUER; That is on page 19, my lord. 


oe MR. BALLANTYNE: They had charged off how much? 
MR. MeRUER: $7,859,919, and of that $5,402,739 
wes charged in the ten-year period from 1916 to 1925? 
A. Yes. 
7 Y 2 Qe Now then, have we anything that shows what 


depreciation was.charged over -— Yes, we have 


that. 
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neg On page 18 you show a depreciation up to 1916 
Of $2,929,886040 and depreciation from 1917 to 1935 
of $2,299,535 422s Now, then you take the "Net 
book value"and take the "Insurance appraisal” and you 

5 show an approximate surplus over book value of 
$2,000,000? A. Yes, without any value of 
substructure or land, which we have no means of arrivihg 
at. 

Qe Ne means of arriving at the value of the 
substructure or land and that does not take into 
cousideration either the amount charged for repairs 
and mijl supplies, and equipment, ete.? Ae NO, 
that would reflect itself in the surplus over the book 

15 value, 
». Now, up until the year 1929 - I am at page 21, 
this company --- 
MR. BALLANTYNE: Would you give me the heading 
of that? 
MRe McRUER: Profit and loss and surplus summaries. 
This Company showed a net profit on sales varying 
for the first three years - 1926, 1927, 1928, at 
728, 7e7 and 7.7, and then 1921, 361 %, and from 1930 
25 to 1934 either a loss or practically no profit? 
A. That is right. That was without charging any 
depreciation as depreciation was charged in 1926 
and 1927 but no depreciation was charged in 1926 or 
1929 or 1930 or 1931 or 1932, and in 1955 they 
charged depreciation, It is shown right there on 


the statement. Of course, those repairs and that 
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sort of stuff were chargeds 

‘Q- I am wondering if there is an explanation as 
to why a company that had shown profit up until there 
was a change in control, they did not show profits 
after that? A. I have no explanations 

®. You have not been able to find any reason for it? 
I do not propose to go into all the detail on this, 
my lord. I think we have covered it sufficiently. 
We have covered the principle on which these statement 
are made up and as to the remaining of these companies 
I just intend to touch the high spots, 

THE COMMISSIONER: So far as you are concerned you 
are through with Mr. Howson in regard to Montreal 
Cottons? 

MRe McRUER: Yese 

THE COMMISSIONER; Will you be long, Mr. Ballantyne 
MRe BALLANTYNE: I really have not a great deal 
but these things have a habit of stretching out, 


20 
THE COMMISSIONER: We will adjoum, 


-- The Commission adjourned at. 5200 P.M. to resume 
25 at 10630 tamorrow morning, November 19th, 1956. 
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